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ENTREPRENEURIAL INCOME, SAVING 
AND INVESTMENT 


By IRWIN FRIEND AND Irvinc B. Kravis* 


The primary purpose of this article is to set forth what is known 
about the saving and investment behavior of entrepreneurs, particu- 
larly proprietors of unincorporated nonfarm enterprises. Income also 
is covered because of its relevance to saving and investment decisions. 
The major sources of data are the Bureau of Labor Statistics 1950 
survey of consumer expenditures, the Surveys of Consumer Finances 
made by the University of Michigan Survey Research Center for the 
Federal Reserve Board, and national accounts and other aggregative 
data. 

In the years following the second world war, personal saving has 
accounted for nearly two-thirds and corporate saving for a little more 
than one-third of total saving in the United States. Some evidence indi- 
cates that proprietors (including partners) and other self-employed 
persons played a major part in the provision of personal saving, but 
other data do not support this conclusion. Contradictions are also to be 
found with respect to the relative importance of proprietors’ investment 
in their own enterprises. 

Considering the strategic role of saving and investment in the dy- 
namics of cyclical change and economic growth, it seems important to 
assay the available evidence in a systematic fashion. We realize that 
data on saving are subject to wide margins of error, but it seems un- 
likely that more suitable survey and aggregative data will be available 
for some time.’ 

* The authors are respectively professor of finance and professor of economics at the 
University of Pennsylvania. Their article is based on research undertaken in connection 
with a broad Study of Consumer Expenditures, Incomes and Savings at the Wharton 
School of Finance and Commerce of the University of Pennsylvania. The study is based 
largely on the 1950 survey of the Bureau of Labor Statistics of 12,500 families in 91 
representative cities, and is being carried out in cooperation with that agency, It is 
financed by a grant from The Ford Foundation. 


* There is, perhaps, some irony in the use of the B.L.S.-Wharton data first in an area 
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I. Entrepreneurial Shares in Income and Saving 
Shares in Income’ 


Survey data for recent years indicate that consumer units headed 
by self-employed and other entrepreneurial personnel account for over 
20 per cent of the nation’s consumer units and about 30 per cent of 
the nation’s disposable personal income. The various groups included 
as “entrepreneurial personnel” and the share of each in the years 
1948-50 are shown in Table I. 

Evidence drawn from national accounts data seems reasonably con- 
sistent with these survey findings, although conceptual differences pre- 
clude precise comparisons. Analysis of the national accounts data sug- 


I.—ENTREPRENEURIAL SHARES IN INCOME AND SAVING, 1948-50 
Percentage Shares in: Saving- 
Income 
Personal Disposable Ratio 
Saving Income (per cent) 
| | @ | 


. Farm operators 11.0 ad 8.6 


. Independent professional men 5.5 13.4 
3. Artisans —0.2 —2.6 


. Owners of incorporated business 10.0 12.8 
14.9-19.1 


. All self employed (243+-5) 40.5-50.5 

. Business owners (44-5) 45.0-55.0 

9. Business owners, managers, artisans 54.0-64.0 
(3 to 6 inc.) 

10, All groups (1 to 6 inc.) 


1 

3 

5. Owners of unincorporated business 35.0-45 .0 

6. Business managers and officials 9.0 5. 

7 | 

| 
| 


70.5-80.5 


Sources: Column 1: Table A, Appendix I. 

Column 2: Table B, Appendix IT. 

Column 3: column 1 + column 2 X saving-income ratio for nation. The national 
saving-income ratio is taken at 5.1 per cent which is the relation of 
national accounts estimates of personal saving to disposable income, 
1948-50. 


gests also that (1) the entrepreneurial income share in 1948-50 was 
close to the average for “normal” years in recent decades; (2) business 
and professional incomes conform to major cyclical swings and have a 
greater amplitude of fluctuation than total personal income; and (3) 


where survey data have the greatest weaknesses. In contrast to the contradictions described 
herein for saving data, our preliminary checks show that the blown-up B.L.S.-Wharton 
consumption data conform reasonably well in level and quite closely in percentage dis- 
tribution among major categories of goods with Department of Commerce national ac- 
counts data. 

* This section summarizes the results of an analysis of the data presented in Appendix | 
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there has been a secular downswing in nonfarm proprietors’ share in 
income dating at least from the closing decades of the last century. 


Shares in Saving* 


As for savings, the survey data summarized in Table I indicate that 
unincorporated businessmen alone account for at least a third and all 
entrepreneurial personnel well over two-thirds and perhaps more than 
three-fourths of personal saving. While the savings of corporations are 
not under study in this article, it is of interest to note that the addition 
of their saving to the total savings of the groups in the table implies 
that around 80 per cent of total nongovernmental saving in the United 
States was provided by business units or entrepreneurial groups. Ad- 
justments for the underreporting of deposits in financial institutions, a 
major deficiency in the survey savings estimates, might lower these 
shares somewhat. 

However, aggregative data, particularly for nonfarm entrepreneurs, 
do not confirm the survey findings regarding the important role of this 
group in the provision of savings. The available data focus on changes 
in the “net worth” or “equity” of nonfarm noncorporate businesses and 
thus measure neither the saving of the businesses qua businesses (i.e., 
their retained earnings) nor the total saving of their proprietors who, 
of course, may accumulate assets outside of their businesses.‘ The 
figures are actually an amalgam of retained earnings and net current 
transfers of proprietors’ capital to the business. Hence, they represent 
the current business investment of proprietors—offsets to proprietors’ 
total saving, rather than their saving. For this reason we defer sys- 
tematic treatment of these data until we discuss business investment. 

However, in order to round out our account of what can be said 
about entrepreneurial shares in personal saving, we anticipate some of 
our subsequent findings by mentioning the following points: (1) The 
bulk of proprietors’ current saving according to an impressive array 
of survey data has been invested in their businesses, at least in recent 
years. (2) Business investment by noncorporate enterprise according 
to aggregative data has been a very small percentage of personal sav- 

* This section summarizes the results of an analysis of the data with respect to entre- 
preneurial shares in personal savings presented in Appendix IJ. The implications of differ 
ent bodies of data for the level of personal saving are discussed in Appendix IV. 

*The following definitions with respect to unincorporated business saving and invest 
ment are used in this paper: 

Business saving — Retained earnings (in principle, and in the aggregate data in fact, 

this is after adjustment for inventory profits) 

Business investment — Changes in business net worth — Increase in business assets 

minus increase in business liabilities (apart from revaluation items) — Retained 


earnings plus net capital transfers of personal assets to business 
Physical investment = Purchases of plant and equipment and change in inventories 
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ing—probably well under 5 per cent. The conclusion which follows, 
viz., that proprietors’ saving must also be a small proportion of total 
personal saving, is in conflict with the direct survey findings. There 
appears to be no plausible basis for reconciling the opposite conclu- 
sions indicated by the two sources. 


II. Saving-Income Ratios 


Given the income and saving shares, saving-income ratios for each 
group in Table I can be computed if the saving-income ratio for all 
occupations taken together is known. The over-all ratio used, obtained 
from national accounts data, affects the level of the group ratios in 
column 3 but not the relationship among them. The results show that 
the saving-income ratios for the entrepreneurial groups, except the 
artisans,” were well above the national average. The ratio for owners 
of unincorporated business falls in a range of nearly 3 to nearly 4 times 
the average. 

A more direct, though for entrepreneurial groups less detailed, com- 
parison of the saving-income ratios of self-employed and managerial 
groups with those of other occupations is offered in Table II, where 
both B.L.S.-Wharton and Federal Reserve-Michigan data are pre- 
sented. Although the two sets of figures differ greatly, they are in 
accord in showing very much above-average saving-income ratios for 
entrepreneurial occupations.° 

The differences between the over-all income and saving averages 
in the two sets of data are discussed in the Appendixes. It is obvious, 
however, that the differences in the saving-income ratios are too large 
to be ascribed to the inclusion of nonurban spending units in one survey 

*The saving-income ratios for artisans and independent professional men are based on 
rough estimates of saving and income made from B.L.S.-Wharton urban data by the 
present writers. Unlike the estimates for the businessmen, they could not be checked against 
data from a second source. 

* The data in Table II are relevant also to the Friedman hypothesis that the ratio between 
the “permanent” components of income and consumption is invariant to income level. 
(Milton Friedman, A Theory of the Consumption Function, National Bureau of Economic 
Research, forthcoming.) These data do not appear to support the hypothesis. Aside from 
the entrepreneurial groups, there seems to be little basis for believing that the ratio of 
transient to permanent components of income and consumption differed substantially 
from one occupational group to another, Yet if the occupations are arrayed in order of 
decreasing incomes, the saving-income ratios decline in a fairly regular fashion, the high- 
saving farm group representing the major exception. One possible way of reconciling these 
data with the Friedman hypothesis, which does not appear to us to be convincing, would 
be to argue that the lower-income occupations consist of many persons who are on their 
way up to higher-income occupations. Because of the inclusion of these persons, it might 
then be claimed, the average spending of the group is raised by the optimistic expectations 
of the potential climbers. We have discussed the Friedman hypothesis at greater length in 
“Consumption Patterns and Permanent Income,” Am. Econ. Rev., Proceedings, May 1957, 


XLVI, 536. 
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Federal Reserve- Michigan 


Saving-Income 
i (All U.S.) 


(Urban only) Ratio 
Exclud- | Includ- 
ing ing Average 
Dura- Dura- | | Before- 
bles bles® | Tax 
(per (per Income 
cent) cent) 


Saving- 
Income 
(per 
cent) 


Average 
Saving 


| Average 


Managerial and self- | 

employed $5 ,7 
| Professional and 

6,110 semi-professional 
Clerical and sales 4,349 | | Clerical and sales 
Skilled wage earners | 4,431 5 Skilled and semi 
Semiskilled 3,758 | | 
Unskilled 2,731 | - 

Not gainfully em- | | 

employed 2,133 | —257 | All groups before tax 
4,147 | 179 | All groups after tax 


Self-employed 


Salaried professional, 
officials 


old equipe 
ment. 
Sources: B.L.S.-Wharton data. Saving is defined so as to include personal insurance. Population weights were 
adjusted for underreporting of high-income units. See Appendix I. Federal Reserve-Michigan data derived from 
Federal Reserve Bulletin as described in footnotes to Table A, Appendix L. 


and their exclusion in the other. At this point we merely note that the 
national ratio for 1950 derived from the national accounts data—S.9 
per cent—is almost midway between the B.L.S.-Wharton and Fed- 
eral Reserve-Michigan over-all ratios but that there are conceptual 
as well as statistical differences among these ratios. 

The Federal Reserve-Michigan data in Table II do not permit a 
separation of business owners and managers. However, business own- 
ers and farmers were segregated by Morgan in his use of the same 
basic survey data. We have calculated the following saving-income 
ratios by using Morgan’s figures on the share of business owners in 
disposable income and in saving, and Federal Reserve Bulletin data on 
mean income and mean saving by all groups.’ 


1948 1949 1950 1948-50 


(per cent) 


Business owners é 32 


Farmers 
Others 
All groups 


11 
4. 
8 


’ The last line in the table is based entirely on Federal Reserve Bulletin articles on the 
Survey of Consumer Finances. Mean savings were taken from Table 7 of the September 
1951 article and mean disposable incomes for 1949 and 1950 from Table 19 of the August 
1951 article. Disposable income for 1948 was approximated on the basis of the ratio 
between median and mean incomes shown in Table 19. The first three lines were ca! 
culated by dividing the shares in saving reported by Morgan by the share in disposable 
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TABLE II.—Savinc-Income Ratios, By Occupation, 1950 
B.LS.-Whartor 
A 
| A 
- 
(6) | (7) 
90 $1,118 | 19.3 
0 104 | 
10 209 6.9 
179 4.9 
90 4.1 
269 10.9 
0 108 —5.4 
10 | 270 | 7.7 
p20 270 8.4 
22.6 
16.2 7.0 7 11.6 
4.5 | 3.1 7 41 | 
6.0 4 
ag 
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The 1950 ratio for business owners (owners of unincorporated busi- 
nesses and of closely held corporate business) is substantially above 
any other entrepreneurial ratios we have obtained. Nevertheless, like 
all the other survey evidence, these figures indicate substantially higher 
propensities to save on the part of entrepreneurs than for the popula- 
tion at large. 

Earlier surveys unfortunately cast little light on the saving pro- 
pensities of entrepreneurs as compared with other individuals. Data 
for the 1935-36 survey, analyzed by Dorothy Brady, do not show any 
noteworthy differences between the average saving of entrepreneurs 
and nonentrepreneurs at the same level of income, though entrepre- 
neurs tended to save less at low levels of income (perhaps reflecting 
a higher average level of wealth or higher customary income status) 
and apparently to have a greater marginal propensity to save.* Unlike 
the postwar surveys, these data do not indicate any clear-cut tendency 
toward relatively high average saving propensities by upper-income 
entrepreneurs, This may reflect either deficiencies in the data for upper- 
income groups or differences in entrepreneurial saving behavior in less 
prosperous periods. 


Saving-Income Ratios by Income Levels 


To determine whether the high saving by entrepreneurs is due simply 


to their high incomes or to stronger saving motivations, we must com- 
pare the saving of entrepreneurs and nonentrepreneurs at each income 
level. 

Our sources of information, the B.L.S.-Wharton and the Klein- 
Margolis’ materials, are described in Appendixes I and II in general 
terms, and in Appendix III they are compared with respect to the dis- 
tribution of income and savings for proprietors and for others, by in- 
come class. Here we are concerned only with the saving-income ratios 
the two sources yield; these are shown in Table ITT. 

One point stands out from an examination of this table. Given the 
propensities of unincorporated businessmen towards larger-than-aver- 
age negative saving at low incomes and larger-than-average positive 
saving at high incomes, the total contribution of this group to national 
saving obviously depends upon the distribution of its members among 


income reported by him, and multiplying the quotient by the over-all saving-income 
ratio as given in the last line of our table. (Cf. J. N. Morgan, “The Structure of Ag- 
gregate Saving: Correction and Addendum,” Jour. Pol. Econ., Dec. 1953, LXI, 536.) 
*Dorothy Brady, “Family Saving, 1888 to 1950,” in R. W. Goldsmith, A Study of 
Saving in the United States (Princeton, 1955), Vol. II, pp. 149, 175 and 233 ff. 
*L. R. Klein and J. Margolis, “Statistical Studies of Unincorporated Business,” Rev. 
Econ. Stat., Feb. 1954, XXXVI, 33 ff. 
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Ratios, sy Income LEVEL 
(per cent) 


(i) (2) (3) (4) 
B.L.S.-Wharton K lein-Margolis 
(1950) | (1948-50) 


All Unincorp. All | Unincorp. 

urban business nonfarm | business 
1. Under $3,000 | 85.6 ~60.8 5.9 56.9 
2. $3,000-4 999 0.5 | 6.8 24.6 
3. $5,000-7 ,499 5.3 9.9 11.7 26.9 
4. $7,500-9 ,999 12.4" 17.4 | 46.6 
5. $10,000 and over | 38.8 40.6 
6. Total 4.3 15.3 7.8 24.0 


* Ratio for all units with incomes over $7,500 is 20.4 per cent. 
Source: Table C, Appendix III. 


the various income classes.’® In both the Klein-Margolis and B.L.S.- 
Wharton data, sufficient proportions are in the high-income classes to 
result in very substantial contributions to national saving. However, 
comparisons made at an income level which represents the average 
for entrepreneurs show larger savings for entrepreneurs than nonentre- 
preneurs (see Table C, Appendix III). These may be regarded as 
rough approximations to comparisons based on customary income 
status.” 

Whatever may be thought about the level of the saving-income ratios 
of unincorporated businessmen, the progression of the ratios from low 
to high incomes indicated in the B.L.S.-Wharton data is more plausible 
than that shown in the Klein-Margolis figures. In this connection, it 
may be mentioned that while there are sizable sampling errors in the 
B.L.S.-Wharton ratios presented, they do not seem to be large enough 
to affect seriously the conclusions drawn. For example, the standard 
error of the aggregate ratio for 241 unincorporated businessmen in 
large cities in the North (out of a total of approximately 900 unincor- 
porated businessmen for the B.L.S.-Wharton sample as a whole) was 


*In view of the previous comment on the Friedman hypothesis (footnote 6), it is only 
fair to note that above-average dissaving at low-income levels and above-average positive 
saving at high-income levels by groups such as proprietors, whose incomes are more 
variable than average, are consistent with the hypothesis. However, we have not been able 
to explore the extent to which occupational differences in wealth would, if combined with 
the observed differences in income, satisfactorily explain these ratio 


“™ For entrepreneurs—in view of the significant year-to-year variability in their income 
only those with incomes near the average for all entreprencurs may be regarded as being 
close to their customary postwar income status. For nonentrepreneurs the smaller vari- 
ability of income means that a given observed income—except at the extremes--is less 
likely to depart substantially from their customary income status. 
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2.5 percentage points; for those in the over $10,000 income class it 


was 5.5.’* This, of course, leaves open the question of reporting biases 
that may have influenced the results. 

Some evidence has already been adduced to show that farm entre- 
preneurs also apparently have high saving propensities (see Table 
Il). Comparisons for 1935-36 and 1941 are as follows: 


Saving-Income Ratios 
(per cent) 
Income Level 
Rural 


Urban 
Nonfarm 


Farm 
1935-36 $ 1,000 — 2.5 3.0 
3,000 30.7 
6,000 | 49.7 
10,000 43.2 


$ 1,000 
2,000 
3,000 25 13. 
4,000 | 37. 22 


Notes: All ratios computed from straight-line interpolations of income and saving. Income 


figures include nonmoney income. 

Sources: 1935-36: Nationa] Resources Planning Board, Family Expenditures in the United 
States (Washington, 1941), pp. 123, 127, and 130. 

1941: Bureau of Labor Statistics, Family Spending and Saving in Wartime, Bull. No. 822 
(Washington, 1945), p. 94; U.S. Dept. of Agriculture, Rural Family Spending and Saving in 
Wartime, Misc. Pub. No. 520 (Washington, 1943), pp. 26-27. 


The intermediate position of the ratio for rural nonfarm groups sug- 
gests that motivations to save associated with the entrepreneurial 
character of farming may not be the only factors at work. Whatever 
the reason, however, the figures indicate that farm entrepreneurs in 
this period saved substantially more at given income levels than the 
population at large. Analyses of Federal Reserve-Michigan data by 
Klein and Morgan indicate that this has also been true in the period 
since the second world war.” 


Saving and Consumption Patterns 


Are the higher savings of the business groups achieved by economiz- 
ing on one or a few categories of consumption or through curtailments 


™ The standard errors cited were computed for the special subsample of businessmen in 
large cities in the North that is discussed in connection with the relation between invest- 
ment and saving of proprietors. See page 283 

"LR. Klein, ed., Contributions of Survey Methods to Economics (New York, 1954), 
pp. 104 and 228. 


| 
| 

ae | — 6.0 

10.3 
1941 7 | —2.5 
3.2 
a o | 4.0 
a 0 8.8 
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all along the line? In Table IV preliminary results of the B.L.S.- 
Wharton study are drawn upon for a comparison of the consumption 
patterns of urban families headed by self-employed and those of all 
urban families. Consumption expenditures of the self-employed repre- 
sent 89 per cent of their after-tax income as against 97 per cent for 
all urban units. Aside from notable differences in the percentages allo- 
cated for food, household operation and gifts and contributions, how- 


IV.—ConsuMPTION PATTERNS OF SELF-EMPLOYED AND OF 
ALL UrBan Units, 1950 


wy 

All Urban U rban Spending Percent Distribution of Consump- 

Spending Units Units Headed by tion at Income of 
Self Employed 
| $4,000 $12,000 

(dollars) | (per cent)| (dollars) | en | Self-em- | | Self-em- 
j All | ployed ployed 
(5) (6) 


(3) 
| 4,092 | 4,315 


5,100 
100.0 100 | 0 


30.9 29.6 6 
1.8 


Consumption, total 100.0 


Food & beverages 1,369 


67 


Consumption, total 
Tobacco 


Household operation , 306 5 


Furnishings & equip- 
ment 

Clothing and clothing 
services 


6 


| 10 
Transportation 12 
Medica! care 5 
Personal care 4 4 2 
Reading, recreation & 
education 
| 


Miscellaneous 
Gifts & contributions 


| 
Housing 529 10 
Fuel, light & refrigera | 
thon 199 4 
E 
| 
| 


Addendum: 
Consumers durables® 467 7 


595 7 | 10.5 


® Consists of purchases of automobiles, television 0 sets, radios, musical instruments, furniture and household equip 
ment. 

Source: Columns (1)-(4) represent preliminary results of the B.L.S.-Wharton tabulations. The other columns 
were calculated from straight-line logarithmic regressions for each consumption category The regressions were 
fitted to average income and average expenditure for 7 income groups ranging from the $1,0060-$2,000 bracket to 
the $7,500-$10,000 class. The under-$1,000 and the over-$10,000 income ciasses were omitted because scatter dia- 
grams indicated that logarithmic straight lines provided good fits for the middle classes but not for these extreme 
ones. This was done for all urban spending units and for urban spending units headed by self-employed persons 
Fstimated expenditures at incomes of $2,000, $4,000 and $8,000 were then calculated from the regressions. Estimated 
expenditures for the $12,000 income were obtained by simple interpolation between the $7,500 to $10,000 and the 
over $10,000 brackets, using the average income in each bracket as the basis for intery olation. To save space, only 
the results for the $4,000 and $12,000 levels are shown. The discussion in the text is based on all four income levels. 


ever, the money that was spent on consumption appears to have been 
allocated to the various categories in similar proportions. This result 
is obtained despite a difference in income of nearly 30 per cent between 
the self-employed and all urban units. 

When the comparison is based on families having equal incomes, as 
in columns 5 and 8, the general impression that the self-employed do 
not have radically different consumption patterns is confirmed, The 
lower proportion spent on food and the higher share devoted to house- 
hold operation by the self-employed are evident at all income levels, 


| 
8,653 
| 100.0 
20.8 
8 
9.9 | 10.1 
| | 2.5 
| 7.9 | 8.2 
} 
| 10.1 
| 12.2 
1 1.3 11.0 
6 3.9 | 1.8 
l 1.8 1.6 
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but the differences are narrower. Somewhat lower percentages for per- 
sonal care and for clothing in the self-employed patterns are the only 
other differences that persist throughout the income range. 

These preliminary results suggest that entrepreneurs achieve their 
higher saving mainly by holding total consumption down, and appor- 
tioning the reduced total much like everyone else. 


III. Saving-Income Regressions 


The b.L.S.-Wharton and the Klein-Margolis data may be compared 
also in terms of the differences in the regression coefficients that are 
obtained when relationships of the form S = a + bY are fitted (with 
S ~ saving and Y ~ income after taxes). The results are as follows:"* 

a 
B.LS.-Wharton (urban only) 
Self-employed — 1,844 
( 203) 
All other — 762 
98) 
Klein- Margolis (nonfarm) 


Unincorporated business owners —1,598 
( 163) 
All other — 593 
( 132) 


Whether the comparison between the two sets of data is based on 
business or nonbusiness groups, the B.L.S.-Wharton figures show larger 
dissaving at zero income and lower marginal savings propensities than 
the Klein-Margolis data. The absolute differences are, however, smaller 
when the “all other” groups are compared; the marginal propensities 
are particularly close in view of the differences in coverage. Each set 
of regressions shows significantly higher marginal saving propensities 
for the business group than for all others, and yields an entrepreneurial 
saving curve that rises from far below the nonbusiness curve at low 
incomes to far above it at high incomes. 

Of particular interest in the comparison of the B.L.S.-Wharton and 
Klein-Margolis results is the difference in the a’s for nonbusiness 
spending units, which also seems to be carried over to businessmen."’ 
The former data imply from $100 to over $200 less saving per con- 
sumer unit than the latter regardless of income level, which accounts 
for the major difference between the two blown-up saving totals dis- 

“ Unweighted regressions were fitted to average saving and income figures for 9 income 
classes for the B.L.S.-Wharton data and 7 for the Klein-Margolis data. The standard 
errors of the a’s and the b’s are given in parentheses. Regressions weighted by sample fre- 
quencies yielded substantially similar results. 


“It should be noted, however, that none of the differences in the two sets of results 
is significant at the 2o level. 
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cussed in Appendix IV. Some of this difference can be explained by the 
disparity in the estimates of saving in the form of home improvements. 
Disparities in estimates of other components of saving, including con- 
sumer debt, are now undergoing examination. 

The role of entrepreneurs in the provision of savings can also be 
studied by analyzing the relation of aggregate time series data on 
personal saving to total disposable income, to entrepreneurial (and 
professional) income, and to other significant variables, An advantage 
of this approach is that the data involved—personal saving, disposable 
income and entrepreneurial income—have a much lower margin of 
error than do estimates of entrepreneurial saving (or investment). A 
disadvantage is that much of the covariation between personal saving 
and entrepreneurial income might well be ascribable to the highly 
cyclical performance of both of these variables, rather than to a direct 
relation between them. 

While a number of different regressions between individuals’ saving 
and entrepreneurial income and other variables have been computed, 
only a few need be commented on since they all show the same general 
pattern—a high marginal propensity to save by entrepreneurs account- 
ing for a large proportion of cyclical fluctuations in the total of indi- 
viduals’ saving. Using Department of Commerce data for 1929 to 
1954 (exclusive of second world war years) and extending the estimates 
back to 1923, the regression between per capita deflated (1947 prices) 
saving (x:), disposable income (x2), nonfarm entrepreneurial and pro- 
fessional income (xs) and liquid assets or cash plus U. S. Governments 
(x.) is: x: = —119 + .189x. + — .101x, with the standard 

(.049) (.273) (.020) 
errors indicated and a multiple correlation coefficient of .91, The 
annual saving of $18.2 billion implied by this relationship over the 
past five years (1951-1955) may be compared with an actual average 
of $18.3 billion.’* Just as entrepreneurial income in this relation sub- 
sumes other cyclical influences, thé liquid assets variable subsumes 
other secular influences. Omitting liquid assets, using nondeflated data 
or substituting saving data developed by Raymond Goldsmith (ad- 
justed roughly to Department of Commerce concepts) tends to de- 
crease the estimated marginal propensity to save out of aggregate 
disposable income and to increase the propensity to save out of entre- 
preneurial income; the Goldsmith data increase the correlation obtained 
to above .95 but point to an entrepreneurial propensity to save of over 1. 

“ See Irwin Friend with the assistance of Vito Natrella, Individuals’ Saving: Volume 
and Composition (New York, 1954) for the extension of the Department of Commerce 
estimates back to 1923 and for other saving relationships utilizing entrepreneurial income, 
liquid assets and other factors as explanatory variables. 
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A variance analysis of the regression presented above implies that 
nonfarm entrepreneurial and professional income is fully as important 
as all other income in explaining the observed fluctuations in the total 
of individuals’ saving. 

The conclusion that can properly be drawn from this approach is 
simply that the aggregate time series data on personal saving, total 
disposable income and entrepreneurial income are consistent with the 
thesis that entrepreneurs play a major and distinctive role in the 
fluctuations of total individuals’ saving, and are to this extent consistent 
with findings from cross-section surveys. The actual time-series and 
cross-section estimates of the marginal “propensity” to save out of 
entrepreneurial and other incomes, though different, can be considered 
to be of the same general order of magnitude, particularly in view of 
the conceptual differences involved in the two sets of data. The earlier 
reference to cyclical and secular trends in entrepreneurial and non- 
entrepreneurial income would suggest that, while a secular decline in 
the relative importance of entrepreneurial income may have tended to 
keep down the aggregate saving ratio, businessmen play a particularly 
important part in cyclical fluctuations in saving. (This point is of course 
greatly reinforced by the addition of corporate saving to that of un- 
incorporated enterprises.) In view of the plethora of variables avail- 
able for explaining fluctuations in the total of personal saving relative 


to aggregate income, the conclusion drawn from the above analysis 
must be considered rather weak except to the extent that it is corrobo- 
rated by cross-section data. 


IV. Noncorporate Business Investment 


Our interest in noncorporate business investment—+.e., in changes 
in the net worth of unincorporated enterprises—is twofold. First, as 
has been suggested, the investment data may be used to provide addi- 
tional evidence concerning the importance of entrepreneurial saving. 
Secondly, we want to know the extent to which physical and other in- 
vestment in noncorporate business provides an offset to the saving of 
proprietors. 


Aggregative Data 


We turn our attention first to the Commerce-S.E.C. approximation 
of noncorporate business investment—the series showing annual 
changes in the “equity” of nonfarm unincorporated business enter- 

"The change in equity, which may be attributable either to profits or losses or to net 
transfers of proprietors’ capital into or out of businesses, is regarded as the net effect of 


inventory change, new construction and equipment expenditures, and changes in payables 
to corporations. It excludes changes in unincorporated businesses’ holdings of liquid assets, 
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Changes in unincorporated business equity in the postwar period, the 
first row in Table V indicates,’* were equivalent to less than 3 per cent of 
personal saving. The proportions were higher for the prewar period, 
but these years were marked by much greater variability in the annual 
ratios so that the ratio for the whole period is much less typical of the 
years covered than the ratio for the postwar period. 

Changes in equity indicate the extent to which noncorporate busi- 
nesses absorbed the business and personal saving of proprietors. From 
the standpoint of the national economy, however, interest attaches also 


CHANGES IN Equity* AND Net PrysicaL INVESTMENT 
Or NONFARM UNINCORPORATED BUSINESS 


TABLE V. 


1929-41 1946-54 | 1929-54 


1. Net increase in unincorporated business equity* 


as per cent of 
(a) Personal saving 24.5 2 
(b) Business & professional income 


wnt 


2. Net physical investment of unincorporated busi- 
ness as per cent of: 


(a) Net increase in unincorporated business equity 95.6 908 .0 266.9 
(b) Business & professional income 10.4 14.0 10.6 
(c) Net domestic investment 106.5 14.8 19.7 


(d) Personal saving 


* Inventory change, new plant and equipment, and net change in payables. 
Notes and sources: All percentages are calculated from period total 
With the exception of certain data for 1929-33, from Friend, /ndividuals’ Saving, op. cit., 
p. 91, the figures are derived from S.E.C, data in Dept. of Commerce, National Income, 
1954 Ed.; and from the Survey of Current Business, July 1955, with table and line refer. 
ences as follows: 

Personal saving: Table 3, line 14. 

Net increase in equity of unincorporated business: net increase plus depreciation: Table 6, 
lines 19 and 24, 

Net physical investment of unincorporated business: Construction and equipment plus 
increase in inventories minus depreciation. Table 6, lines 20 and 21-24. 
Net investment: Gross private domestic investment Table 5, line 13 minus capital con- 


sumption allowance, Table 4, line 2. 


to the role of noncorporate business in physical investment—-7.c., in- 
vestment in inventories and plant and equipment. The lower lines of 
the table show the importance of such expansionary expenditures of 
noncorporate nonfarm businesses relative to changes in equity, busi- 
ness and professional income, national investment, and personal saving. 


such as cash, demand deposits, government securities and, less important, changes in pay 
ables to consumers and government. 

™ The figures in Table V could also be given on a gross basis. The chief difference would 
be smaller differences in the ratios for different periods owing to the greater year-to-year 
stability of gross ratios as compared to net ratios. 
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The data suggest that unincorporated nonfarm enterprises have 
played a significant role in capital formation. In the prewar period 
almost the whole of the change in equity was represented by net physi- 
cal investment and this more than equaled the value of national net 
investment. In the postwar years, noncorporate nonfarm net physical 
investment, though only a seventh of national investment, was much 
larger than the increase in equity. According to the $.E.C.-Commerce 
figures for 1946-54, over half of this net physical investment has been 
financed by bank loans, over one-third by other debt, and only little 
more than a tenth by increases in equity. Except for the war years 
when it diminished in relative importance, unincorporated business 
provided investment offsets to about one-fourth of personal saving; in 
individual years, however, this proportion ranged from 19 to 136 per 
cent in the prewar period and 13 to 84 per cent in the postwar years. 


Tassie VI.—INcREASES IN UNINCORPORATED Business Equiry oR Net WortH 
AS PERCENTAGES* OF PERSONAL SAVING 


j 
Commerce” Goldsmith 


1897-1916 
1917-1928 
1929-1941 
1946-1949 


1897-1949 
1929-1949 


* All percentages calculated from period totals. 
» Numerator refers to changes in “equity.” See text. 
* Numerator refers to changes in “net worth” (exclusive of capital gains). Differs from 
“equity” chiefly in that it includes changes in liquid asset holdings. 
Notes and sources: 
Commerce data derived from National Income, 1954 Ed. 
Goldsmith data derived from A Study of Saving in the United States, op. cit. 


This impression of the relative unimportance of increases in non- 
corporate nonfarm business equity (though not of business investment) 
as an Offset to total personal saving is confirmed by Goldsmith’s data, 
which are compared in Table VI with the S.E.C.-Commerce figures 
just discussed. Beyond the broad conclusion that unincorporated busi- 
nesses absorbed roughly 5 per cent of personal saving, the two sets of 
data are notable chiefly for their lack of agreement. This can be 
ascribed not only to variation in statistical estimates but also to dif- 
ferences in concept’’ and to the fact that small absolute differences— 
even a few hundred millions—-cause large relative differences when the 


“The main difference is that Goldsmith includes changes in business liquid asset hold- 
ings in estimating changes in “net worth” of unincorporated business. 


ot 
ay 
Wy 
Be 
a. 
4 
= 
cy - 
6.8 
5.5 
24.5 —10.6 
oe 5.5 | 2.9 
6.6 
ne, 
“gi 


FRIEND AND KRAVIS: ENTREPRENEURIAL INCOME 283 


magnitude being estimated runs around $1 billion as has generally been 
the case with increases in unincorporated business equity. 

The Commerce-S.E.C. figures on changes in equity in farm enter- 
prises lead to a similar conclusion. Indeed, according to these figures, 
equity in farm enterprises actually decreased during most years from 
1929 to 1954 and for the period as a whole. Unlike the nonfarm non- 
corporate sector, physical investment in agricultural inventories, con- 
struction and equipment was not even great enough to offset deprecia- 
tion allowances. However, there is reason to believe that farm deprecia- 
tidn is overstated in these figures. 

The picture of the saving and investment behavior of proprietors 
that emerges from the materials thus far considered is composed of 
the following main elements: (1) Entrepreneurial savings, according 
to the survey data which provide the only direct estimate of such 
savings, have been high relative both to entrepreneurial income and 
to total personal saving of the nation. (2) Net new investment by 
proprietors in their enterprises, according to aggregate data, has been 
low relative either to entrepreneurial income or national saving. (3) 
Proprietors have accounted for an appreciable share of national physi- 
cal investment apparently, according to aggregate data, by using 
borrowed rather than their personal or business funds to acquire new 
plant and equipment. 


Survey Data 


It was possible from the B.L.S.-Wharton data to investigate further 
the first two of these conclusions; that is, to check on the mutual 
consistency of the high entrepreneurial saving shown by surveys and 
the low entrepreneurial investment in business indicated by aggregate 
data. A preliminary tabulation of the 1,197 families headed by self- 
employed persons included in the B.L.S. data suggests that business 
investment is generally a high proportion of entrepreneurial saving but 
the data are sufficiently variable that no definitive conclusions can be 
drawn. 

For all self-employed combined, the B.L.S.-Wharton data indicate 
that business investment is 61 per cent of their aggregate saving. 
However, there is reason to believe that this percentage may be an 
understatement of the universe ratio of business investment to saving 
for the self-employed. The elimination of one extreme value, for 
example, increases the ratio to 70 per cent. Furthermore, the ratio is 
clearly higher for proprietors than for the self-employed category as 
a whole since the latter includes (in addition to unincorporated busi- 
nessmen ) professionals and artisans who have low business investment 
in relation to their saving. A special tabulation of the B.L.S. sample 
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data for large cities in the North (consisting of 241 proprietors of unin- 
corporated business and 66 other self-employed units) indicates that the 
ratio of business investment to saving for proprietors of unincorporated 
business might be 5 to 10 percentage points higher than for the self- 
employed as a whole. These considerations suggest that the ratio for 
proprietors may be somewhere in the neighborhood of 70 to 75 per 
cent. The standard error of this percentage is very high. For the sample 
of 241 proprietors of unincorporated business in large cities in the 
North which included the extreme value previously referred to, the 
standard error was 38 percentage points, but the error is likely to be 
smaller for the B.L.S. data as a whole. 

The above discussion suggests that the universe ratio between entre- 
preneurial investment and saving, as measured by the B.L.S.-Wharton 
data in 1950, was probably between 2 and 1. An examination of the 
approach used by the B.L.S. to measure the change in the entrepre- 
neur’s equity in business (increases in business assets less increases 
in business liabilities) did not reveal any clear tendency towards bias 
in estimation, although the possibilities of bias are undoubtedly very 
great. On the other hand, it should be noted that even if business in- 
vestment is correctly estimated in such surveys, there is reason to 
believe that saving is probably understated so that the ratio of business 
investment to saving may be lower than it appears. 

While data on business investment are not available from the Federal 
Reserve-Michigan surveys for comparative purposes, the Klein- 
Margolis article referred to earlier does present information on busi- 
ness saving or retained earnings from such surveys, separating business 
saving from the “personal” saving of entrepreneurs. The Klein-Margolis 
data apparently imply that business saving accounted for roughly 90 
per cent of aggregate entrepreneurial saving over the period covered, 
viz., 1948-52.*° The Klein-Margolis measure of business saving may 
be conceptually quite close to what we have termed business investment 
in which case their ratio of 90 per cent for business saving is com- 
parable with the corresponding ratio of 70 to 75 per cent for business 
investment derived from the B.L.S.-Wharton data. However, to the 

* This estimate was obtained trom two different procedures: first, deriving the regression 
of business saving on disposable income for the period 1948-50 from Tables 13 and 14 of 
the Klein-Margolis article, and applying the income weights (adjusted to an after-tax 
basis) in that article to arrive at weighted business saving and aggregate saving; and 
second, calculating the ratios of business saving to income from Table 16 covering the 
period 1949-52 and using these ratios in conjunction with the information in Table 13 and 
the income weights to obtain weighted business and aggregate saving. It should be noted 
that the article is not completely clear on whether the term business saving or retained 
earnings may not really refer to, or be measured by, business investment. See footnote 4 
on definitions 
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extent the Klein-Margolis measure approximates our definition of busi- 
ness saving, the excess of business saving over business investment 
would imply capital transfers from business to personal accounts. Fur- 
ther analysis of the B.L.S.-Wharton and the Federal Reserve-Michigan 
data would be required to determine the relation between business in- 
vestment and business saving and to test satisfactorily the consistency 
of the two sets of results. Tentatively, we conclude that though the data 
are not clear on the quantitative relation of business investment and 
business saving to each other and, more important, of business invest- 
ment to the total saving of entrepreneurs, they do suggest strongly 
that business investment constitutes a major share of entrepreneurial 
Saving. 

Some indirect evidence on the relation between entrepreneurial sav- 
ing and investment is given by estimates of business and other assets 
of nonfarm self-employed persons derived from Federal Reserve- 
Michigan Survey of Consumer Finances data.* These data suggest 
that roughly 40 per cent of the net worth of self-employed persons in 
early 1950 was represented by business investment. If this is taken 
as a crude indication of the relation between accumulated investment 
and saving, it would point to a ratio of investment to saving lower 
than that obtained from the B.L.S.-Wharton or Klein-Margolis data. 

The only other shreds of evidence available on the relation between 
entrepreneurial saving and investment are even more indirect and 
tenuous but should at least be mentioned. First, the Survey of Con- 
sumer Finances saving data for 1947-50 showing an increase in non- 
liquid assets (including nonentrepreneurial) one and one-half times 
the total of individuals’ saving** seem to imply a major (though indeter- 
minate without access to the basic data) share of entrepreneurial in- 
vestment in total saving and much more so in entrepreneurial saving. 
(However, this increase in nonliquid assets appears to be substantially 
larger than that implied by external aggregate data.) Second, consumer 
surveys in other countries in the postwar period, patterned after the 
Survey of Consumer Finances in the United States, seem to show not 
only high entrepreneurial saving propensities and a high proportion 
of entrepreneurial to total saving but also a high ratio of entrepreneurial 
investment to saving. Thus for consumer units with annual incomes of 
$2,000 or more in Puerto Rico in 1950, 52 per cent of aggregate saving 
was estimated to be in the form of business (nonfarm) investment with 


* R. W. Goldsmith, op. cit., Vol. III, pp. 123, 107. 

™ Reports of Federal Reserve Consultant Committees on Economic Statistics, Hearings 
before the Subcommittee on Economic Statistics of the Joint Committee on the Economic 
Report, 84th Cong. (Washington, 1955). 
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another 12 per cent in farm investment; in England in 1953, retained 
earnings accounted for 80 per cent of entrepreneurial saving.” 

Thus the survey data point not only to high entrepreneurial saving 
propensities but also to the absorption of from half to all of these high 
savings in proprietorship investment. The time-series data, on the other 
hand, indicate that proprietors’ investments (7.e., changes in equity) 
in their businesses have generally been unimportant relative either to 
their income or to the nation’s personal saving. Can this conflict be 
reconciled ? 


Conceptual Differences 


So far as entrepreneurial saving is concerned, the major conceptual 
difference between the two surveys and the Commerce estimates is the 
inclusion of personal (as well as business) saving of businessmen in 
the survey estimates of total saving by businessmen and the inclusion 
of capital transfers from personal to business assets (in addition to 
business saving) in the Commerce estimates of changes in unincorpo- 
rated business equity, exclusive of changes in business liquid assets. 
The internal evidence of the admittedly spotty survey materials pre- 
viously discussed suggests that the personal saving of businessmen and 
capital transfers from personal to business assets (which would have 
to be negative to help the reconciliation) can at best account for only 


part of the difference between the survey and Commerce estimates in 
the period since the second world war. The survey materials do not 
cast any light on changes in business liquid assets and available ex- 
ternal estimates of these changes complicate rather than aid the re- 
conciliation of survey and Commerce data.** Other conceptual dif- 
ferences between the survey and Commerce estimates seem not too 
important and largely offsetting.” There are no obvious major con- 


“Eleanor E. Maccoby and Frances Fielder, Saving Among Upper-Income Classes in 
Puerto Rico (University of Puerto Rico, 1953) and L. R. Klein, “Patterns of Saving: The 
Surveys of 1953 and 1954,” Bull. Oxford Univ. Inst. Stat., May 1985, XVII, 173-214. 


*See Goldsmith, op. cit., Vol. I, p. 853, and Friend, op. cit., pp. 63, 185. To help the 
reconciliation of survey and Commerce data, the changes in business liquid assets would 
have had to be positive during the years 1948-50, but in fact they seem to have been 
negative in at least 1948 and 1949 

* These include the treatment of the inventory valuation adjustment (which might 
have been significant for 1950 but not for 1948-50) deducted from Commerce but probably 
not from survey saving; purchases of automobiles by persons partly for business purposes 
reflected as business investment in Commerce but perhaps not in survey saving; goods and 
services received from the business but not paid for which were entered as a decrease in 
business investment by the B.L.S. though in some instances this may have represented 
double counting; and business losses which in certain cases where business investment had 
to be estimated from the income account were entered as zero rather than as a decrease 
in investment by the B.L.S. Goods and services not paid for and business losses may be 
estimated at more than $400 million and $100 million respectively in 1950, on the basis 
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ceptual differences between the two survey estimates of entrepreneurial 
saving, though the B.L.S. figures for home improvements and appar- 
ently also certain other components of personal savings by entre- 
preneurs are considerably lower than the Federal Reserve-Michigan 
estimates. 

It seems probable that the higher average and marginal entrepre- 
neurial saving propensities indicated by survey data cannot be recon- 
ciled with the corresponding Commerce estimates through conceptual 
adjustments. The difference between survey and Commerce marginal 
propensities could perhaps be rationalized by arguing that an indi- 
vidual’s marginal propensity to save as his income changes over time 
cannot be inferred from marginal propensities derived from a cross- 
section study relating to a given time period and referring to individuals 
with different incomes. The differences between the average propensi- 
ties cannot, of course, be rationalized in this manner. 


V. Significance of Findings 


There are two types of questions raised by these results: First, 
which do we believe? Second, what difference does it make? In con- 
nection with the first, it seems clear that the present state of knowledge 
does not permit us to distinguish between the reliability or validity of 


the different estimates of entrepreneurial saving. The aggregate esti- 
mates of entrepreneurial “saving” are extremely tenuous; as a matter 
of fact, the changes in equity in unincorporated business presented by 
Commerce are simply rough adjustment items applicable to unincorpo- 
rated enterprises which have to be estimated to arrive at a direct total 
of personal saving comparable with the indirect totals derived from 
the national accounts. The survey data are subject to their own de- 
ficiencies, as suggested by a comparison of the B.L.S.-Wharton and 
Federal Reserve-Michigan estimates and by their serious underestimate 
of savings in the form of deposits. However, it can be argued that 
the presently available surveys might be expected to give better esti- 
mates of entrepreneurial saving than the aggregate data now available 
—a sad commentary on the aggregate data rather than a tribute to the 
surveys. 

The second question raised above relates to the significance of the 
survey finding that entrepreneurs have high saving propensities and 
account for a high proportion of total saving, at least in prosperous 


of the B.L.S.-Wharton data, which could conceivably reduce the B.L.S.-Wharton estimate 
of business investment by close to $300 million as compared to the other estimates but 
which probably have a very much smaller effect. It should be noted that though business 
depreciation and rental real estate are conceptually treated in the same way in the Com 
merce and survey data, the implied estimates might be considerably different. 
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periods. In most empirical work directed toward the derivation of an 
aggregate consumption function for individuals (as distinguished from 
corporations and government ), little attention has been paid to possible 
differences between the saving propensities of businessmen and other 
persons, probably due at least in part to the low entrepreneurial in- 
vestment in business suggested by aggregate data. To interpret ade- 
quately the implications of high entrepreneurial saving in years of high 
economic activity, we need to know something about such saving in 
more depressed periods, the main factors determining the observed 
difference in saving behavior, and the corresponding trends in invest- 
ment demand. 

Average and marginal saving by nonfarm entrepreneurs in the 1935- 
36 survey, the first to study occupational differences in consumption 
behavior, did not differ markedly from that by other individuals, 
though farmers did show appreciably higher than average saving pro- 
pensities (see pp. 274, 276). If the 1935-36 survey is taken as indicative 
of saving behavior in depressed periods (admittedly a questionable as- 
sumption), it can be tentatively concluded that entrepreneurs have 
about the same saving propensities—or somewhat higher if farmers 
are included—as the rest of the population in periods of low economic 
activity. Near-average saving in depression and above-average saving 
in prosperity would mean that over the cycle entrepreneurs save sig- 
nificantly more of their incomes than other individuals. Whether they 
have always done so is conjectural since the survey data segregating 
entrepreneurial saving only go back to 1935-36. However, if this has 
been the case, it may—in view of the declining entrepreneurial share 
in total personal income—help to explain the relative constancy in the 
over-all personal saving-income ratio in spite of the secular rise in 
income. 

Within the cycle, the level of and trend in entrepreneurial saving 
propensities, in conjunction with the greater variability of entrepre- 
neurial earnings as compared to income generally, would suggest that 
a high proportion of the observed cyclical fluctuations in the total of 
individuals’ saving relative to their income may be explained by the 
movements in entrepreneurial saving. The difference in the saving be- 
havior of entrepreneurs as compared with other individuals may reflect 
a number of factors, including the greater variability and uncertainty 
of entrepreneurial income, the stimulation of direct investment outlets, 
the effect of business debt, some understatement of income, and per- 
haps also innate psychological influences.” 

It is not possible to tell from the available data the trend in physical 


*See Friend, op. cit., pp. 128-29. To some extent the high saving of businessmen in 
their active years may be offset by their behavior after retirement. 
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investment by entrepreneurs relative to the trend in their saving. There 
are neither survey data on physical investment (from which an invest- 
ment schedule might be constructed) nor aggregate data on total saving 
by entrepreneurs. As already mentioned, the aggregate data on increases 
in equity in unincorporated business are extremely unsatisfactory, and 
while those relating to physical investment are somewhat better, there 
is some question whether they may appropriately be compared with 
the survey saving estimates in view of the apparent inconsistencies in 
the two sets of data. 

The increase in net physical investment by both nonfarm and farm 
entrepreneurs in 1948-50 as compared to 1935-36 shown by the aggre- 
gate data—about $4 billion a year for nonfarm and farm entrepreneurs 
combined—seems of the same general magnitude as the increase in their 
saving indicated by survey data. In both periods, but particularly in 
1948-50 for which the data are more adequate, the estimated net 
physical investment by entrepreneurs does not appear to be much 
different from their estimated saving.*’ However, given the serious 
deficiencies in the estimates and the difficulties in isolating saving and 
especially investment schedules from the available data, it is virtually 
impossible to draw any reasonably firm conclusions about the cyclical 
impact of entrepreneurial behavior on total income. 

If further investigation were to confirm this suggestion of a close 
association between changes in entrepreneurs’ saving and their net 
physical investment, it could be inferred that (a) entrepreneurial sav- 
ing is motivated largely by the need or desire to finance business invest- 
ment and (b) business investment is a ready-made offset to a kind of 
saving that is an important fraction of total personal saving. On the 
other hand, given a greater stability in savings propensities than in 
investment, the high marginal and average propensities to save by 
entrepreneurs indicated by the 1948-50 surveys might be interpreted 
as pointing to a significant deflationary impact from this sector in the 
later stages of a boom, particularly if new survey data after 1950 show 
a continuation of high saving propensities by entrepreneurs. 


Directions of Future Work 


Enough has been said to indicate rapidly diminishing returns from 
the proliferation of hypotheses on the basis of these tenuous and fre- 


* The data for net physical investment are from National Income, 1954 Ed., pp. 166-67 
The postwar data for saving are the survey estimates previously discussed in this article 
Entrepreneurial saving for 1935-36 is assumed to be only moderately higher than business 
investment as obtained from the 1935-36 survey (see Friend, op. cit., p. 74), an assump 
tion which is consistent with postwar survey findings and implies a saving-income ratio 
similar to that indicated by regional data available from the 1935-36 survey 
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quently conflicting data. We hope, however, that the preceding analysis 
of entrepreneurial saving behavior shows, first, the potential danger 
in constructing aggregate saving or consumption functions without 
distinction between entrepreneurs and other individuals, and in assum- 
ing that saving and investment decisions are independent for individuals 
as a whole; and second, the necessity of compiling new data to resolve 
the present difficulties. 

An essential preliminary step for an understanding of aggregrate 
saving (and investment) behavior would be to collect new survey data 
from a sufficiently large sample of businessmen, providing detailed 
personal and business income accounts and balance sheets, or mixed 
(personal and business combined) accounts where separate accounts 
are not available. In addition to data on the saving behavior of busi- 
nessmen after 1950, such a survey would provide for the first time a 
breakdown of business income, saving and investment, showing sepa- 
rately the major items of business as well as personal assets and 
liabilities for tests of internal consistency and comparison with external 
sources. It would be highly desirable to obtain these data annually 
for several years from a reasonably constant sample of businessmen. 
This would not only cut down on sampling errors in estimating saving 
and investment from changes in balance sheet items, but should permit 
a much more satisfactory derivation of saving and investment propensi- 
ties than is possible from a series of discrete cross-section studies. 
Samples of new and discontinued businesses could be handled sepa- 
rately. 

A further, and in our opinion indispensable, step toward clarification 
of the role played by entrepreneurs in total saving is the institution 
of a relatively new approach to the problem of obtaining reliable break- 
downs of individuals’ saving into entrepreneurial and nonentrepre- 
neurial classifications (as well as by other major economic groups). 
This new approach would entail a sampling of accounts on the books 
of financial institutions, corporations and governmental units, rather 
than a sampling of individuals directly, to obtain reliable estimates of 
asset position and change in asset position by occupational status, 
including as a minimum a breakdown of individuals into nonfarm 
entrepreneurs, farmers, quasi-individuals and other persons. Most— 
though not all—of the components of saving can be handled in this 
manner—such as demand and time deposits, insurance, a high propor- 
tion of government and corporate securities held by individuals, mort- 
gages and other debt, and housing. The general plan (though a number 
of variations in procedure are possible) would be to draw a sample of 
names, addresses and the dollar amounts of the accounts from the 
books of the institutions, and to contact the individuals directly to 
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obtain occupation, income class and other significant characteristics. 
(This information might also be tied in with individual income tax 
returns.) In this method, based on objective accounting records, the 
possibilities of response and other biases entering into the estimates 
of saving by economic groups would be minimized. 


I. ENTREPRENEURIAL INCOME 

Survey Data 

Survey data bearing upon the share of entrepreneurs in disposable income 
are assembled in Table A. The first column shows some of the preliminary 
findings from the B.L.S.-Wharton study. The B.L.S. survey covered only 
urban families (including single-person units) which in 1950 accounted for 
a little less than 70 per cent of the nation’s families and a little more than 70 
per cent of the nation’s disposable income.** The B.L.S.-Wharton data pre 
sented in column 1 and elsewhere in this article have been blown up to urban 
aggregates by applying adjusted rather than original B.L.S. population 
weights.** The adjustment appeared desirable because the B.L.S. survey seems 
to have understated the proportion of families at the extremes of the income 
distribution, particularly at the high-income end.*° 

The data in colunms 2 to 5 are based directly or indirectly on the nation- 
wide Federal Reserve-Michigan Surveys of Consumer Finances.*' As the 
table footnotes indicate, the source materials were subjected to varying de- 
grees of manipulation in order to derive the estimates of income shares. 

The total share of business owners estimated from the Klein-Margolis study 


* Based on estimates of urban and nonurban incomes by H. B. Kaitz in Dewhurst and 
Associates, America’s Needs and Resources: A New Survey (New York, 1955), pp. 962-63 

* Our method was to prorate the total number of urban families to 9 income classes in 
accordance with the distribution by Kaitz (loc. cit.). The families in each income class 
were then allocated to 7 occupational groups (see Table II) in the proportions indicated 
in the B.L.S. survey. To derive aggregate income and saving, the adjusted population 
weights thus obtained were applied to the B.L.S. average income and saving for each 
income group in each occupation. The effect of this adjustment on the urban income and 
saving aggregates was as follows: 

(1) (2) (3) 
Original Adjusted Ratio 
(million dollars) (million dollars) (2) + (1) 

Aggrevate income 122,960 130,342 106 
Aggregate saving 3,174 5,637 178 
Saving-income ratio 2.6 43 165 

” The statement is based on comparisons of the original B.L.S. data with income dis- 
tributions in which survey data have been supplemented by information from income tax 
returns. This matter will be discussed in detail in the forthcoming volumes of the Study 
of Consumer Expenditures, Incomes, and Savings 

“The Federal Reserve-Michigan data used in this study refer to “spending units.” We 
have not tried to adjust for the difference in definition between this unit and the B.LS 
“family.” While the difference probably does not seriously affect comparisons of the two 
surveys with respect to income shares for different occupational groups, it may greatly 
affect comparisons of the two surveys with respect to income distributions for such groups 
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YTREPRENEURIAL SHARES IN DisposaBLe INcomME 
Survey Data 1950 anp 1948-50 


(per cent) 


BLS Federal Reserve-% igar 
Wharton 


| Federal Kleir Composite 
| (Urban Morgan 
Reserve Margolis Estimate 
ony) 
1980 Bulletin 1948-50® 
1980 1950 1948 1944 -50® 


ofessional men 


incorporated bu iness 
(owners of unincorporated business 14.0 
Business managers and officials 


Nonfarm self-employed (2434 5) 16.5 14.5% 
%& Business owners (445) 12.0 13.7 14.7 16.0 
9. Business owners and managers, ar 


tisans (5 to ¢ 


10. All groups (1 to 6) 


® Kepresent three-year averages 
ums 4s indicated in stub 


Sources and methods 


Column 1 ince independent professional men and self employed artisans are included in the fortheon ing 
te | Vharton tabulations — with unincorporated businessmen in a single “self-en ploye category, only 
the figure for this group as a whole (line 7) could be taken lirectly from the ad { 


juste irve result The entries 
for the three sub-groups in column 1 represent estimates by the authors. The first tep in 


estimate the aggregate incomes of independent professional men and of artisans with the aid of data given by Klein 
and Margolis showing the proportion of sper ing units headed hy persons in these occupations and the income di 
tribution of such spending unit ee LR. Klein and J. Margolis, “Statistical Studies of nincorporated ness,” 
Rev. Foon. Stat, Feb. 1954 XXXVI, 33 ff.) For this purpose, it was assumed that the ave age income for each in- 
come clas rresponded to the average income of al! nonself employed persons in that income cla The proportion 
of each occupational group to be found in urban areas was estimated from the 1950 Census of ull 
P-Cl, p. 270 

( umn 2: The published figures on mean incomes by occupation, the total number of spending units, and th 


distribution of spending units by eccupation were the raw materials from which these number 
ee 19S! Sur of Consumer Finances,” Fed. Res Bull Aug. and t. 1951, XXXVII, 920 


reach occupation was converted to disposable income by deducting the 


average income 


avera 
liability for the income class in which the average before-tax income fell (see Fed. Res Bull ept 
1074, Table 16) 

Columns 4 and 4: Taken directly from JN Morgan, “The Structure of Ag rregate Saving: Correct 
dum," Jour Pol Freon , Dec. 1953, LXI. 536 

Column Klein- Margolis (op. cit.) did not show average or aggregate incomes for occupational gr ips but the 
did present income and sa ing data for each of 7 of & disposable income classes for nont usin ending units and 
for several kinds of entrepreneurial groups. By the use of rather crudely estimated after-tax income distrilsutions. the 
present aut t ere alle to derive estimates of aggregate income for the sever occupational ips and, from 
these aggregates, the proportions given in the table. The total number of spending units was obt ned from the 
“Methods of the Survey of Consumer inances,” Fed. Res Bull, July 1950, XX VI, 801 pending us were appor 
tioned to the several occupational categories in accordance wit! lata given in Klein and Margolis. In this cor a 
it should be noted that Klein-Maryolis (and to a lesser degree Morgan) apparently tended to resolve doubts abe it 
the proper classilication of particular units in favor of the entrepreneurial ssifications 

lein Margolis’ before tax income distributions for the vari us occupational groups were ad ted to ar ter 
tax basis through a rough procedure based on the difference between before and after-tax distributions pul ed 
in the Fed. Re 1951, “1951 Survey of Consumer Finances, XXXVI, 936-47, Ta 19 20. bor 
each occupational category, the number of spending units in each income class was calculated by | zg the alter 
tax income distribution to the total number of spending units in that v« upation A egate ne for ea 
pation was obtained by multiplying the number of pending units at each i me el by the average me, and 
umming the product regate saving for each occupational group was derived in a similar 

Ayuregate cis; able is me for all nontarm groups came to 1 billion. T tha l average 

1 $157.2 billion for the years 194% 50 derived directly from the Federal Reserve Bulletin mu ying me dis 
posable income per spending unit by the number of spending unit Mean osable ir mes f 1949 11950 
vere taken from Fed Kes. Bull, Aug 1951, XXXVIT, 936, Table 19; mean d a income r 1948 was esti 
mated on the basis of the difference between median incomes given in tle same table r1948 and 1949) far m 
ance ts made for the inclusion of farm incomes in the figure derived from the Federal Reserve Bulletin and its « n 
trom the estimate drawn from the Klein- Margolis lata, the difference between the tw ‘ ‘ ' reversed in 
direction but remains of the same order of magnitude. (1 omparison is based on a 6.3 per are for farm 
neome, which is indicated in the Morgan data given in Table IL) 

The link in our chain of statistic | reasoning based on the Klein-Margolis data y which the after-tax income di 
trilutior re estimated is very weak indeed. However, the results check not only with re pect to total disposable 
income, as has just been indicated, but also with Morgan's estimate of the shares of nonfarm entrepreneurs in di 

income as is mentioned in the text. On the other hand, the estimate of aggregate savings derived from the 
Klein- Margolis data in a similar way yields a total that is 16 per cent higher than the 1948-50 average of figures 


reported in the Federal Reserve Bulletin 
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corresponds fairly closely to Morgan’s estimate based on the original survey 
data (see line 8). No other pair of figures in columns 1 to 5 can be compared 
directly owing to differences in occupational coverage or temporal reference. 
Nevertheless, the data in the various columns appear to be at least roughly 
consistent, considering that we would expect to find nonfarm entrepreneurial 
incomes somewhat more important in urban areas than in the nation as a 
whole. Both the B.L.S.-Wharton (urban 1950) figures and the Klein-Margolis 
version of the Federal Reserve-Michigan (nation, 1948-50) data point to a 
share in income of somewhere between 10 and 15 per cent for unincorporated 
businessmen. Klein-Margolis data for 1948-50 suggest a share of around 20 
per cent for business owners and managers, while Federal Reserve Bulletin 
data for 1950 indicate a share of 21 per cent for owners, managers and 
artisans. 

This consistency, or at the minimum the lack of major contradictions, 
makes it seem reasonable to set down a rough composite picture of entrepre- 
neurial shares given in the final column of the table. In selecting these figures 
we weighed the advantage of B.L.S.-Wharton data— viz., they not only were 
based on a larger sample but had also been correcied for the tendency of 
surveys to underreport high-income units— against the advantage of the 
Federal Reserve-Michigan sources -viz., national rather than merely urban 


coverage. 


Aggregative Data 


Aggregative data constitute the other major source of information concern 
ing the share of total income received by entrepreneurial groups. The follow 
ing comparison may be made between the composite figures derived from 
survey data and aggregative data drawn from the national accounts. 


(1) (2) 


Survey Data National Accounts 


(per cent of after-tax (per cent of personal 
money income) income) 
1. Farm operators 6.5 6.7 
2. Business and professional 14.5 10.48 
a. Independent professional 2.3 1.8 
b. Artisans 4 | 
8.0" 
c. Unincorporated business 12.0 
3. Total 7.4 


* Includes inventory profits. 
Sources: Column 1: Table A. 
Column 2: U.S. Department of Commerce, National Income, 1954 Fd. 


The difference between the national accounts and survey estimates of the 
business and professional share of income is larger than that for farm op 
erators. This divergence, shown on line 2, can be explained to some degree by 
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the differences in the definition of income.** The survey data on entrepre- 
neurial income include all income of spending units headed by persons who 
derived their income mainly from entrepreneurial sources; national ac- 
counts data refer, of course, merely to entrepreneurial income. A sample of 
241 proprietors in large cities in the North, drawn from the B.L.S. 1950 sur- 
vey, suggests that unincorporated businessmen derived somewhat over two- 
thirds of their income from their businesses.** If this ratio is applied to the 12 
per cent shown in the preceding table, the entrepreneurial-type income of 
unincorporated businessmen becomes 8.0 per cent of after-tax income. On 
this basis the share of unincorporated businessmen and artisans indicated by 
the survey data becomes 8.4 per cent compared with the 8.6 per cent shown in 
the national accounts data. 

There are, however, important types of adjustments that would widen 
rather than narrow the gap between the two figures. The national accounts 
data, for example, refer to personal income and the survey data to disposable 
money income; the relatively high-income business and professional groups 
probably have a higher share of income before taxes than after. 

More perspective is provided by annual figures for the period 1929-54. 
These indicate that incomes derived from farm ownership averaged around 6 
per cent of personal income, declining in some years to less than 4 per cent 
and rising in other years to more than 8 per cent. In the war and early post- 
war years farm owners’ shares were nearer to the upper limit but a downward 
trend since 1948 has brought the share of farm owners down to the lower 
limit. There is evidence that the farm owners’ share in income was higher 
in the half century preceding the first world war** 

Business and professional incomes were equivalent to 9 or 10 per cent of 
personal income for the 1929-54 period as a whole, and also during “normal” 
years such as 1929, 1935-39 and 1947-54. Somewhat higher wartime shares 
(11 and 12 per cent) were offset by lower depression shares (less than 7 per 
cent). This behavior suggests that business and professional incomes conform 
at least to major cyclical swings and that they have a greater amplitude of 
fluctuation than total personal income. In recent years the ratio of business 
and professional incomes to total personal income has declined from 10.5 per 
cent in 1947 to 9 per cent in 1954 and 1955. This decline may be a continu- 


“For a detailed treatment of differences between the Federal Reserve and Commerce 
income concepts see J. Lansing's chapter in L. R. Klein, ed., Contributions of Survey 
Methods in Economics, op. cit 

"To determine this ratio the authors converted after-tax incomes obtained from B.L.S 
Wharton tabulations to a before-tax basis. This was done with the aid of the Bureau of 
Internal Revenue’s 1950 instructions for the completion of Form 1040 and of Table 16, 
“1951 Survey of Consumer Finances,” Fed. Res. Bull, Aug. 1951, XXXVI, 1920-37 

* Estimates of farmers’ shares back to 1849 are given by R. W. Goldsmith, op. cit, 
Vol. I, pp. 757-59. From 1929 to 1949, his figures indicate that the net income of farm 
operators derived from agriculture varied from 4 to 9 per cent of the national income 
The ratio was in this range during the 1920's also, but went as high as 15 per cent during 
the first world war. For several decades before the first world war, the ratio varied around 
10 to 11 per cent of national income. The share was much higher during the Civil War 
and somewhat higher in the postwar period 
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ation of a secular downswing in the share of nonfarm entrepreneurs that dates 
at least from the closing decades of the last century,”® reflecting in part at 
least the shift to the corporate form of organization immediately before and 
after the turn of the century. 

Of the one-sixth of the nation’s personal income that has flowed to unin 
corporated enterprises, roughly half has gone to nonfarm entrepreneurs, some 
35 to 40 per cent to farm owners, and the balance to independent professional 
practitioners. Within the business sector, trade has accounted for more than 
half of entrepreneurial income received by proprietors and partners, while 
within the professions medical practitioners have received about two-thirds of 
the income.** 

In summary, (1) survey and national accounts data seem reasonably con 
sistent with respect to the relative importance of entrepreneurial-type income, 
and (2) the share of entrepreneurial-type income in 1948-50 was close to the 
average share for “normal” years in recent decades. Thus, the composite pic- 
ture of entrepreneurial income shares given in Table A may well be repre 
sentative for other years as well as for 1948-50. 
Appenpix Il, ENTREPRENEURIAL SAVING 
Survey Data 

In Table B the shares of entrepreneurs in total personal savings as indicated 
by recent survey data are set forth in a manner analagous to the income data 
in Table A.** The sources and methods are also the same_as those described in 
connection with the income data. 

The share for business owners (line 8) derived by the present writers from 
the Klein-Margolis data checks closely with the share reported by Morgan 
working from the same original data used by Klein-Margolis. Also the differ- 
ence between Morgan’s share for business owners (line %) and the share for 
owners, managers and artisans (line 9) derived from the Federal Reserve 
Bulletin is about what would be expected from the shares for managers and 
artisans shown in columns 1 and 5, On the other hand, the B.L.S.-Wharton 
estimate for the share of unincorporated businessmen exceeds the estimate 
derived from Klein-Margolis by an amount that is greater than might be 
reasonably attributed to the differences in geographical coverage and dates of 
reference of the underlying surveys. 

“For the decades prior to the time that Commerce Department figures are available 
data assembled by Simon Kuznets (National Income: A Summary of Findings, | ew 
York, 1946], p. 50) show a secular downswing in the share of income received by 
entrepreneurs (farm and nonfarm), from around 25 per cent or more in the closing decades 
of the 19th century to 16 per cent in the 1929-38 decade. (The latter figure checks closely 
with the Commerce estimates of farm and nonfarm noncorporate business income for the 
same decade.) The decline apparently reflects decreases in the shares both of farm and 
of unincorporated nonfarm enterprises, with the latter accounting for the major part of 
the over-all decrease 

“The statements in this paragraph are based on data for 1929, 1939, 1945 and 1949 
shown in National Income, 1954 Ed., pp. 77, 164-56 

"Savings are defined to include personal insurance—sometimes shown separately in 
the publication of survey data—as well as changes in other assets and liabilities. 
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B.—ENTREPRENEURIAL SHARES IN PERSONAL SAVING 
(per cent) 


BL‘ Federal Reserve Michigan 


Rough 
Wharton Federal e Composite 
(Urban | . Morgan | _ Klein Estimate 
v 


only) Margolis 948-5 
1950 1950 | 1948-Sq® 1948-50" 
(3) (4) (5 
Farm operators ‘ 10.3 
Ind 


endent professional men 


rated business 
rporated business 45.0 
! officials 
50. 5° 
55.0 
managers, ar 
0-64.08 
10. All groups (1 to 6 | 5-80. 5° 
* Represent three year average 
» Based on 1949-50 data 


ims as indicated in stub 
Source ee Table l 


A composite statement of the shares in personal saving during the 1948-50 
period is nevertheless set down (see column 6). Although the figures are sub- 
ject to large margins of error, the totals in lines 7 to 10 help to indicate the 
order of magnitude of entrepreneurial shares in saving. (These ratios would 
be reduced somewhat if the dissaving of retired persons were excluded.) It 
is clear that the survey data assign major importance to this source of sav- 
ing.** 

Kstimates of individuals’ net worth by occupational groups, based on Fed- 
eral Reserve-Michigan data for early 1950, support this finding. These esti- 
mates, presented below, indicate that nonfarm and farm entrepreneurs to- 
gether account for 47 per cent of individual’s net worth, exclusive of that of 
retired persons.”® 


Net Wortn or Dirrerent OCCUPATIONAL Groups” 1950 


Billion Dollars Per Cent 


1. All groups 549 100 
2. Retired 54 10 
(1-2) 495 0 


Self-employed 146 27 


Farm operators 85 15 

(4+5) 231 42 

7. Managerial 35 6 

“TL. R. Klein in an analysis of three British surveys reaches a similar conclusion. See his 
“Patterns of Savings,” op. cit., p. 178. The data he shows indicate that the savings of 
the self-employed were equivalent to about half of total personal saving in 1953-54; in 
the two previous years, owing to dissaving by some occupational groups and small average 
savings by others, the savings of the self-employed were actually larger than total personal 
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The major statistical weakness of survey saving estimates appears to be in 
the substantial understatement of saving in the form of deposits. If, as is possi- 
ble, the underreporting was concentrated in the nonbusiness group, the cor- 
rected figures might show a lower entrepreneurial share in total personal 
saving than is indicated by the data presented above. 


Aggregative Data 


To what extent is the conclusion that a high proportion of personal saving 
is attributable to entrepreneurs supported by aggregative data? For farm 
operators, the aggregative data required to answer the question are available, 
and the comparison works out as follows: 


SAVINGS OF Farm Operators AS Per Cent or Torar PeRsSONAL SAVING 


Morgan’s Survey Goldsmith’s Aggregative 
Data Data 


1948 18 20.9 
1949 7 


Sources: Morgan, op. cit., p. 536. Goldsmith, op. cit., Vol. 1, pp. 353, 756. Consumers durable 
goods and government insurance, included by Goldsmith in his saving estimates, have been 
deducted. 


Goldsmith’s data show that the farm contribution to personal saving in 
recent decades has been much greater than it was before the great depression 
The percentages of personal saving attributed to agriculture are as follow 


1897-1916 —5.0 
1917-1928 2.1 
1929-1941 14.5 
1946-1949 154 


1497-1949 7.6 
1929-1949 13.8 


Source: Goldsmith, loc. cit. All percentages are calculated from totals of annual figures 


savings. The difference did not seem attributable solely to the higher incomes of the self 
employed 

” The percentage cited above (47 per cent) may be an understatement for two reasons 
Apparently while the noncorporate assets of most owners of privately held corporation 
are covered in the self-employed classification, some may be included in the management 
group. Moreover, some types of assets which the surveys are known to understate are thos 
typically held by the upper-income groups in which entrepreneurs occupy an especialls 
important position. On the other hand, the underestimation of deposits referred to earlier 
may more than offset these factors. In addition, the estimates of net worth have vers 
substantial margins of error, and net worth reflects capital gains and capital trans 
well as accumulated saving. 

“Goldsmith, op. cit., Vol. III, p. 123. If automobiles are omitted, the proportion of 
individuals’ net worth attributable to entrepreneurs is increased to 4% per cent. Several 
items of assets and liabilities are not included: viz., municipal, corporate and foreign bonds, 
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Goldsmith’s estimates of changes in net worth, which are equivalent to saving 
plus capital transfers and realized and unrealized capital gains, imply that 
the farm contribution to changes in net worth was at a peak in the first decade 
of the century (specifically 1901-1912), but was lower in the period 1913- 
1922 and much lower from 1923 to 1929 and 1930 to 1933 than in subsequent 
periods 

For nonfarm entrepreneurs, aggregative data do not confirm the survey 
findings indicating that nonfarm proprietors provide a relatively high propor- 
tion of personal saving. The available data actually represent the current busi- 
ness investment of proprietors—offsets to proprietors’ total saving—rather 
than their saving. For this reason these data are discussed more fully in Sec- 
tion IV of the text, which deals with business investment. 


Appenpix III. Comparison oF B.L.S.-WHARTON AND KLeIN-MaArGOLIS DATA 


Income and saving estimates (for proprietors and for all units) derived 
from the B.L.S.-Wharton and Klein-Margolis data are summarized in Table 
C. The table enables us to examine the income and saving aggregates and 
distributions upon which the saving-income ratios cited in Table III of the 
text depend. 


Income 


When adjustments are made for differences in the dates of reference and 
in geographical coverage, the B.L.S.-Wharton aggregate income estimate ex- 
ceeds that derived from the Klein-Margolis data by 5 per cent and falls short of 
the national accounts figure for family disposable income by about 3 per cent.*' 

Since the average incomes (column 6) for the several income classes are 
approximately the same in the two sets of data, it is clear that the substantial 
differences in the distributions of aggregate income (column 2) are attribut- 
able mainly to the differences in population weights (column 1). The B.L.S.- 
Wharton weights are the adjusted ones; when the original weights were used, 
the distributions of aggregate income were similar to those derived from the 
Klein-Margolis study.** 
privately held mortgages and equity in government trust funds, which are covered in the 
Federal Reserve-Michigan savings surveys; and currency, personal trust funds, and con- 
sumer durables other than automobiles which are not covered in these surveys. 

“Family disposable income was obtained by deducting personal tax and nontax pay- 
ments as estimated in National Income, 1954 Ed, from family personal income as estimated 
by S. F. Goldsmith, “Relation of Census Income Distribution Statistics to Other Income 
Data,” Studies in Income and Wealth, Vol. 23, forthcoming. The Go!dsmith paper also 
illustrates the tendency for survey data to yield highest relative covering for wage and 
salary incomes and the lowest for interest and dividends, with entrepreneurial income and 
rental income in intermediate positions. 

“ The similarity in the distributions when the original weights were applied to B.L.S.- 
Wharton data was due to the fact that the original B.L.S. distribution of consumer units 
was more similar to Klein-Margolis than was the adjusted B.L.S. distribution. We should 
perhaps mention our treatment of the units whose income was given by Klein-Margolis as 
“not ascertained.” In the Federal Reserve Bulletin these units are apparently all assigned to 
some income class, but in the Klein-Margolis article (op. cit.) they were shown separately. 
We simply prorated these units among the several income classes, although the “not ascer- 
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TABLE C.—INCOME AND SAVINGS OF UNINCORPORATED BUSINESS AND OF ALL 
UrBAN (OR NonrarM) Units 


(1) (2) (3) (4) (5) (6 (7) 
| Distribu- | Aggregate Income Aguregate Saving | Saving- 
| tion Average 
| of Units | (billion (per illio pe | Income 
(per cent) dollars) cent) lar 


A. B.L.S.-Wharton (1950) 
1. All Urban Units 
Under $3,000 
$ 3,000-4,999 
$ 5,000- 7,499 
$ 7,500- 9,999 
$10,000 and over 


Unincorporated Business- 
men 

Under $3,000 

$ 3,000- 4,999 

$ 5,000- 7,499 

$ 7,500- 9,999 

$10,000 and over 


Total 6,302 


B. Klein- Margolis (1948-50) 
1 | nonfarm units 
Under $3,000 $ 41,296 2 $ 1,728 
$ 3,000- 4,999 $7 3,839 
$ 5,000- 7,499 26,918 5, 886 
$ 7,500 and over 26,918 7,206 


Total | 152,098 11,799 


Unincorporated business 
men 

Under $3 ,000 7 85 1,057 

$ 3,000- 4,999 | 1,039 

$ 5,000- 7,499 1,046 

$ 7,500— 9,999 | 1,035 


$10,000 and over | + | 2,112 


Total 100 4,175 


® Average income for all units with incomes over $7,500 is $11,530 
» Ratio for all units with incomes over $7,500 is 20.4 per cent. 


Savings 

There are large discrepancies between the two sets of saving data shown 
in Table C that cannot be explained by differences in weights. B.L.S.-Wharton 
aggregate urban saving is less than half of the Klein-Margolis nonfarm total, 
and for unincorporated businessmen the B.L.S.-Wharton figure is about two- 
thirds of the estimate derived from Klein-Margolis. The aggregate level of 
entrepreneurial saving indicated by the B.L.S.-Wharton data seems closer to 
the Commerce estimates of changes in unincorporated business equity than 
are the Federal Reserve-Michigan or Klein-Margolis data, while the reverse 
is true of nonentrepreneurial (and total) saving where the lederal Reserve- 
Michigan data seem closer to the Commerce estimates.** 


tained” group may well have had a large percentage of high-income units. The income 
distributions we derive from Klein-Margolis appear to be shy on high-income units to 
about the same degree as the original B.L.S.-Wharton distributions 

“Both statements appear to remain valid after conceptual adjustments are made, but 
the complicated problem of detailed comparison of survey saving estimates with each 
other and with external statistics will be treated elsewhere. 
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| 
) 
| 
| | re 
40 | $ 21,706 17 $3,385 60 $1,742 | 15.6 
33 41,465 42 225 4 3,934 0.5 
17 32,340 25 1,698 5.976 
| 44842 11 1,836 | 12.4» 
4 19,989 15 5.263 93 15,877* 26.3" 
| 
| 100 130,342 100 | 100 4,147 | 4.3 
2 | 
23 | 2,670 14 —196 7 4,043 
20 3,556 19 352 13 | 6,110 | 9.9 
| 12 3,00 17 528 19 B.417 | 17.4 
| 14 7,004 42 2,953 105 18,546 | 38.8 
» $9 
6.8 
11.7 
27.5 
| 3304 | 7.8 
2 | 
—25 1,379 56.9 
25 3875 | 24.6 
25 5,981 | 26.9 
25 8,578 | 46.6 
0 17,180 | 40.6 
100 | 4,768 24.6 
i 
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There is also disagreement in regard to the distribution of saving. The 
B.L.S.-Wharton data show a much greater concentration of saving. in the 
top-income group, for all economic units as well as entrepreneurs, with the 
dissaving of the lowest-income group constituting a larger relative offset to 
total saving than is the case in the Klein-Margolis data.** 


AppeNnpix IV. CompaRISONS OF ESTIMATES OF AGGREGATE PERSONAL SAVING 


As has already been mentioned, the aggregate saving implied by the B.L.S.- 
Wharton data is much lower than that implied by the Klein-Margolis figures. 
When these aggregates are compared with each other and with other estimates 
of total personal saving, the results are as follows: 


1948-50* 


1950 


(billion dollars) 


Department of Commerce 
Federal Reserve-Michigan 11.3 14.0 
Klein and Margolis 13.1» - 

B.L.S.-Wharton 


* Represent three-year averages. 
» Figure not given in original source but derived from data in source by methods described 
in footnote in Table A. 

* Urban figure of $5.6 billion blown up in proportion to difference between after-tax money 
income for nation and after-tax money income for urban areas as calculated by Kaitz, op. cit 


A number of hypotheses can be advanced for the substantially higher saving 
estimates indicated by the Federal Reserve-Michigan surveys for consumer 
units generally as compared with the B.L.S.-Wharton data. For example, there 
is reason to believe that the Federal Reserve-Michigan estimates of saving in 
the form of home improvements are significantly higher than either the B.L.S.- 
Wharton or Commerce estimates. While the Federal Reserve-Michigan esti- 
mates of saving in this form (as well as in most other forms) have never been 
shown separately, it is possible to arrive at a very rough order of magnitude 
of $4 billion in 1950 for all consumer units, including nonentrepreneurs as 
well as entrepreneurs, by applying a mean expenditure on home improvements 
of approximately $400 to the 20 per cent of total spending units shown to 
have saving in this form.*® 


“In the B.L.S.-Wharton data the saving of top-income bracket unincorporated business- 
men is more than equal to the total saving of the group, the saving of the two next highest 
income brackets not fully offsetting the dissaving of the two lowest. Indeed, the top- 
income unincorporated businessmen account for more than half of the total urban saving 
In the Klein-Margolis data, on the other hand, proprietors in the highest income group 
account for only about half of the saving of unincorporated businessmen, and for less than 
one-fifth of total nonfarm saving 

“The 20 per cent figure is taken from the 1951 “Survey of Consumer Finances,” Part 
IV, Fed. Res. Bull, Sept. 1951, XXXVII, 1068. The 1948 mean expenditure on addition, 
repairs and upkeep, which includes maintenance as well as improvements, was estimated at 
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The Commerce estimate is much lower, amounting to about $1 billion, with 
the B.L.S.-Wharton estimate of close to $2.5 billion intermediate between the 
two.*® 

There are many other conceptual and statistical differences among the 
B.L.S.-Wharton, Federal Reserve-Michigan and Commerce saving data—-some 
of which are known to have and others that may have a significant effect on 
the estimates. However, those differences which characterize saving as a whole 
rather than the saving of entrepreneurs alone are not directly relevant to the 
present article. 


close to $500 per nonfarm family making such expenditures in the 1949 “Survey of Con- 
sumer Finances,” Part V, Fed. Res. Bull., Sept. 1949, XXXV, 1046, with a total expenditure 
of over $6 billion on improvements and maintenance. The median expenditure by home 
owners reporting outlays for additions, repairs, and upkeep in 1948 was approximately 
$200; the median addition was estimated at more than $300, while the median amount 
spent on maintenance was approximately $150. The much higher median addition ($300) 
than median addition plus maintenance ($200) suggests that the mean addition may have 
been fully as high as the mean addition plus maintenance (close to $500). Commerce 
estimates for addition and alterations show little difference between 1948 and 1950, point 
ing to a 3 per cent decline. The 1955 “Survey of Consumer Finances,” “Housing Arrange- 
ments of Consumers,” Fed. Res. Bull., Aug. 1955, XLI, 866 also indicates that the mean 
expenditures on additions, repairs and upkeep in 1950 was only slightly below 1948, with 
well over two-thirds of outlays accounted for by home owners whose individual outlays 
amounted to more than $500. It should be noted that while there were 52 million spending 
units in 1950, there were only 40 million nonfarm family units, and there may have been 
a significant number of spending units other than nonfarm families with mean additions 
much below the average for nonfarm families. To err on the side of conservatism, a mean 
addition of $400 was taken as applicable to spending units with additions in 1950. 

“The Commerce, B.L.S.-Wharton and Federal Reserve-Michigan estimates of home 
improvements and maintenance combined are more in agreement than are the estimates 
for improvements alone. Only the latter, of course, enter into saving estimates. 
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PRINCIPLES OF DEBT MANAGEMENT 
By R. 


The offering of gratuitous advice to finance ministers is an honorable 
and ancient role of economists. There has been no shortage of pro- 
nouncements about how a national debt should be managed.’ Clear 
statements of principles are not so plentiful. It is the purpose of this 
paper to offer a principle appropriate for national debt management. 

National debt management shall be taken to refer to any official 
action, by central banks as well as treasuries, designed to alter the 
quantity and kinds of a national government’s debt obligations out- 
standing in private domestic hands. Foreign-held national debts and the 
debts of subsidiary government units are excluded from the inquiry. 
No attempt is made to distinguish sharply monetary and fiscal policy 
as usually conceived. 

The principle to be elucidated is an efficiency rule; it extends an 
old idea in economics to another area. An outstanding national debt 
is looked upon as providing a utility to a government. Different debt 
combinations may provide the same utility but at different costs to the 
government. The composition and size of an outstanding national debt 
is optimal when the marginal utility of each kind of debt instrument 
is made proportional to its marginal cost. 

A national debt is said to have a utility (or, alternatively, a social 
function) when a government has a preference for some pattern of 
monetary stability and when an outstanding debt affects expenditures 
for current output. A national debt of any size as given by past finan- 
cial practices may be reduced to any figure at all by the simple ex- 
pedient of substituting created money for debt. A national government 
has the option of purchasing its outstanding liabilities. An experi- 
mental reduction of a national debt by official purchase is objection- 
able provided that the changes thereby induced in private expenditures 
are objectionable. The utility of an outstanding debt is its effectiveness 
in preventing as high a level of private expenditures as would occur if 

* The author is professor of economics, University of California, Berkeley. My colleagues, 


Howard 5S. Ellis and George F. Break, have, along with several others, been especially 
helpful by their criticisms 


* See, for example, the symposium “How to Manage the National Debt,” by S. E. Harris, 
L. H. Seltzer, C. C. Abbott, R. A. Musgrave, and A. H. Hansen, Rev. Econ. Stat., Feb 
1949, XXVI, 15-32, and any textbook on public finance or money and banking. 
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the debt were reduced to zero, when such a high level of private ex- 
penditures is contrary to official stabilization objectives. 

The marginal utility of an outstanding debt is normally positive, but, 
like that of whiskey, it can on occasion be negative. Its marginal utility 
is negative when private expenditures are too low judged in terms of 
a stabilization goal. Then the debt should be reduced (7.¢., money 
should be substituted for debt) until total private expenditures reach 
a level consistent with official stabilization policies. The utility of an 
outstanding debt therefore rises during upswings and falls during down- 
swings of business activity. 

The concept of cost of a national debt is troublesome. There are 
the administrative expenses involved in the issuance and reissuance 
of particular kinds of debt instruments, the honoring of coupons, and 
the keeping of records. The main expense is, of course, the interest 
commitment of the government. An efficiency principle calls for making 
these costs a minimum for any given utility of a debt combination, 

In discussions of economy in government, only rarely is attention 
directed towards means of curtailing these expenses. Yet the interest 
expense of many national governments is a substantial item in their 
budgets, and historically it has often been the largest single item.’ 
The lack of concern cannot be attributed to the insignificance of the 
amount of the costs of an outstanding debt. Nor is it explained simply 
by the fact that the interest expenditures are classified as transfer pay- 
ments. The interest expense is usually looked upon as a fixed charge, 
not subject to control by legislative or administrative decision. 

Even though the main cost of an outstanding debt is a type of transfer 
payment, there are reasons to economize on the amount. A transfer pro- 
gram of a government increases the spending potential of private groups. 
Devices are needed to offset the inflationary effects of transfers as well 
as those of government expenditures for current output. Of the offset 
devices available, taxes are easily the most important. As a practical 
matter, tax devices are subject to diminishing returns since the greater 
become the revenue requirements of a government the more it must 
resort to inferior tax devices.’ Such considerations as fairness, equity, 
and economic efficiency in taxation are given less weight as the revenue 
pressure increases. If, somehow, the substantial transfer payments made 
by national governments could be eliminated, a revised tax program 
could be an improved one simply because less stress would need to be 


?J. S. Mill observed that the interest on the British national debt amounted to about 
one-half of the government revenues in his day. See Principles of Political Economy 
(Ashley ed.), Book V, Ch. 7, par. 3, p. 879. 

* A similar point is made by Roy Blough, The Federal Taxing Process (New York, 1952), 
p. 234. 
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placed upon the selection of tax devices primarily for their revenue 
potential. This consideration alone suggests the importance of avoiding 
unnecessary costs in connection with a national debt. Interest costs are 
subject to the test of economy just as other transfer payments are and 
for the same reasons. 

The precept that a government should attempt to minimize the cost 
of its outstanding debt in a manner compatible with the social objective 
of debt management rests then upon two fundamental value judgments: 
(a) that some level and some changes in the level of private expendi- 
tures are from a social point of view superior to others, and (b) that 
the expense to government for its outstanding debt should be mini- 
mized for any given stabilization goal. These value judgments are 
reasonable in the sense that their denial would conflict with well- 
entrenched beliefs about the responsibilities of national governments 
in the contemporary scene. 


I. The Concept of a National Debt 


Certain views about debt management and governmental fiscal op- 
erations have already been violated by the suggestion that an out- 
standing debt has a utility to a government. Anyone whose ideas have 
been framed by the current textbook literature, and, I am afraid, the 
technical literature as well, “knows” that government borrowing is a 
stimulating and debt retirement a deflationary policy. The impression 
has been created that rising national debts are necessary if government 
finance is to exert a stimulating influence in growing societies.* Just 
what is meant by statements that government borrowing is inflationary 
or that debt retirement is deflationary? Taken literally, such statements 
are patently untrue. Official sales of government debt, for example, 
induce higher rates of interest. Would anyone claim that official meas- 
ures that raise rates of interest are inflationary? Nothing so crude as 
this can be intended. What is presumably meant is that a government 
deficit of a given size plus government borrowing of an equal amount 
together raise the level of national income.’ The validity of this proposi- 

*See, for example, S. E. Harris, The National Debt and the New Economics (New 
York, 1947). 


*There are difficulties with this proposition. One is the implicit theory that the com- 
bined effects of government expenditures, transfer formulae and tax formulae can somehow 
be reduced to the effects of a budget deficit and surplus. In some fiscal theories, this view 
is repudiated. Another is the assumption that the stimulating effect of a deficit, granted 
that this method of statement makes sense, is greater than the deflationary effect of the 
sale of an equal amount of debt. Systematic demonstrations of this position are surpris- 
ingly rare. William Fellner, who has pursued the question, poses the issue in terms of the 
comparative ellect of a given marginal increase in government expenditures for goods and 
services and an equal dollar increase in the sale of government securities. His results vary 
from an increase in gross national product equal to the increase in government expendi- 
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tion need not for the moment concern us. What does matter is the 
idea that the change in a government’s debt depends rigidly upon the 
size of its budget surplus or deficit. Those who look forward to per- 
sistent increases in public debts presumably do so, not out of love of 
large public debts, but because they view this development as a neces- 
sary by-product of a stimulating tax-expenditure policy.” 

Yet there is no economic requirement that a national government 
allow the budget facts to dictate the change in its outstanding debt. 
Indeed, any budgeting unit has greater freedom than this because 
deficits or surpluses may be covered by release or absorption of cash. 
Persistent surpluses can be tolerated indefinitely; anyone is free to 
hold more cash. A person or a business, however, experiencing per- 
sistent deficits runs up against the combined constraints of his dwind- 
ling assets and impaired borrowing power. But a national government 
is not s1bject to these constraints in dealing with its own people. A 
sovereign government can obtain whatever amounts of cash it wishes. 
A central bank has become the standard instrument to provide national 
governments with unlimited funds. 

To obtain a concept of a national debt that reflects this choice open 
to debt officials, we need to restrict the definition of a national debt to 
those obligations of a government that are held outside official agencies 
including, especially, a central bank. The net debt or the outstanding 
debt of a national government may therefore be defined as those con- 
tractual obligations of a national government and its agencies.” Agen- 
cies include all government corporations as well as the central bank. 
The change in the size of the outstanding net national debt is an in- 
dependent variable subject to the control of official groups. We are 
not bound to suppose that a national government must either sell debt 
or tax in order to finance itself. 


II. Effect of Debt Operations upon Private Expenditures 


Our first main proposition is that an increase in the size of the net 


tures at one limit to a contraction of unspecified amount at the other. See his Monetary 
Policies and Full Employment, 2nd ed. (University of California Press, 1947), pp. 174-85; 
also Hugo Hegeland, The Quantity Theory of Money (Goteborg, Sweden, 1951), pp. 22% 
40 

*This appears to be A. H. Hansen’s position. After observing that future expansion of 
the economy will require large increases in the quantity of money, he writes: “It is not 
probable that this could happen without a substantial increase in the public debt.” Mone 
tary Theory and Fiscal Policy (New York, 1949), p. 195. 

‘This concept of a national debt is, I suggest, the relevant one for economic analysis 
An exchange of assets between a Treasury department and a government corporation or 
between a Treasury department and the central] bank is a bookkeeping arrangement. What 
matters is the increase or decrease in the government’s debt in private hands. We have 
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debt of a national government, given the debt composition, has the 
effect of decreasing, and a decrease in the net debt has the effect of 
increasing, GNP expenditures. It is elementary that the sale of gov- 
ernment securities by a central bank is a deflationary policy. We simply 
generalize this observation to sales of government debt by any official 
agency. 

The defense of this proposition is identical with the defense of 
monetary policy. It would be inappropriate to attempt a full-dress de- 
fense of that position here.” Happily skepticism about the efficacy of 
monetary policy appears to have dwindled in professional circles.’ 

There are, however, a number of ways to explain the effect of gov- 
ernment debt operations on private expenditures. One way relates debt 
change to the rate of interest and the rate of interest to national in- 
come through an investment schedule. This method is denied us be- 
cause it presupposes that the pattern of rates of interest can be 
reduced to a unique rate, whereas the analysis to follow requires that 
the pattern of rates be a variable.’’ A related approach, but one that 


long become accustomed to view the quantity of currency as consisting of currency out 
side the hands of official agencies. For the same reason, the stacks of national debt held by 
the government and its central bank should not be counted as debt that matters. 

* Of the various systems of the determinants of aggregate expenditures, the neo-Keynesian 
position, as employed for example to demonstrate the balanced-budget theorem, would 
presumably imply that debt operations are without effect. Government expenditures and 
private investment are treated as autonomous, i¢., unexplained, and consumption is treated 
exclusively as a function of current income after taxes. There is nothing left for interest 
rates and hence for government debt policy to influence. For a clear exposition of this 
point of view, see P. A, Samuelson, “The Simple Mathematics of Income Determination,” 
in Ll. A, Metzler et al; Income, Employment and Public Policy, Essays in honor of Alvin 
H. Hansen (New York, 1948), pp. 133-55 

The original Keynesian position, at least as expounded by Keynes, implies that debt 
sales are deflationary except wher “the” rate of interest has reached its floor, since invest- 
ment treated as a (negative) function of rates of interest 
tity-of money approach and the cash-balance doctrine give similar results 
because official debt sales decrease and debt purchases increase the quantity of priv ately 
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owned money, and expenditures are treated as functionally related to the money supply 

The asset position, which the present writer finds congenial, makes both private con 
sumption and investment expenditures depend upon the capital values of assets and hence 
upon their yields, and debt operations are functionally related to capital values. See Rolph, 
The Theory of Fiscal Economics (Berkeley, 1954), Ch. § 

* Skepticism does continue to survive; witness the views of W. L. Smith (“On the Effec- 
tiveness of Monetary Policy,” Am. Econ. Rev., Sept. 1956, XLVI, 588-606). Like others 
before him, Smith somewhat spoils the purity of his position by allowing that monetary 
policy may work too well (ibid., p. 599, bottom). 

* There are other serious difficulties with this approach. A fundamental one is the justifi 
cation of a negatively sloped investment schedule. In this connection, see A. P. Lerner, 
“On the Marginal Product of Capital and the Marginal Efficiency of Investment,” Jour 
Pol. Econ,, Feb, 1953, LXI, 1-14; and J. A. Stockfisch, “The Relationships between Money 
Cost, Investment, and the Rate of Return,” Quart. Jour. Econ., May 1956, LX X, 295-302. 
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does not require the assumption of a single rate of interest, examines 
the effects of debt operations through their influence upon the money 
demands for goods and services. This approach is used here. 

A change in the outstanding debt, say an increase, means that official 
agencies succeed in persuading people and organizations to hold public 
debt instead of holding other things. The necessary and sufficient con- 
dition for getting any good, including government debt, out of gov- 
ernment hands and into private hands through a market mechanism 
is a reduction in the price of the good as compared to what it would 
be if the government offer to sell were not made. It is sufficient for 
this conclusion that the amount demanded of anything be a negative 
function of price. 

If the other things that debt buyers are persuaded not to hold con- 
sist entirely of money, the government obtains cash that by definition 
would not have been used to finance anything else. In this limiting 
case, the sale of more debt has a zero direct deflationary effect on 
private expenditures. But the necessary condition for this limiting case 
is that government debt and money be treated as perfect substitutes 
by each debt buyer. Ordinary observation suggests however that gov- 
ernment debt and cash are not generally so treated. People do not shift 
altogether out of holding cash and into holding debt as the result of a 
slight reduction in the prices of debt. Rather they are found to hold 
both debt and cash in the face of large variations in the prices of debt. 
Thus an increase in the outstanding debt is accomplished by inducing 
people to give up the holding of cash and other assets. This behavior 
means that the money demand schedules for these other assets are 
pushed downward by a positive debt operation. Similarly a reduction in 
the outstanding debt increases money demands for other things, except 
in the limiting case when people and organizations who hold debt treat 
it as a perfect substitute for money. 


III. Effect of a Changing Composition of Public Debt 

The second main proposition is that different kinds of national debt 
instruments may have different utilities per dollar to a government. In 
order to show that this is possible, it is first necessary to demonstrate 
that public debt instruments are not generally treated as perfect sub- 
stitutes. If they were so treated, some investors should be found holding 
all of one form; or if found holding more than one, they should be pre- 
pared to make all-or-none choices among debt forms. An investor found 
holding bonds and bills should in the event of a slight rise in the yield 
of bonds part with all of his bills. We know that holders of government 
debt commonly hold various public debt forms and continue to do so in 
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the face of variations of yields. Various debt forms are different, al- 
though related, commodities." 

Granted that various debt forms are not a homogeneous commodity, 
the hypothesis may be advanced that the utility of various public debt 
forms is positively correlated with their maturity. A shift in the com- 
position of an outstanding public debt of given size that reduces its 
average maturity increases private expenditures, and vice versa for in- 
creases in its average maturity. Like any empirical generalization, this 
proposition does not hold for all circumstances. 

The conditions necessary for the hypothesis are twofold: (a) of 
various public debt forms, the shorter their life expectancy, the more 
they must possess the characteristics here called “moneyness,” and 
(b) the marginal utility of the moneyness of assets must be positive. 
By the moneyness of an asset we mean that its realizable price is pre- 
determined and known for any future date.’* Thus an asset other than 
cash—-demand deposits and currency—has a maximum of moneyness 
when it is exactly like cash except in not being spendable as such. 
Savings deposits ordinarily fill this requirement precisely. So do many 
demand forms of government debt such as U.S. savings bonds. Short- 
term government debt does not fulfill this requirement exactly because 
some variation can occur in the price of the instrument during its life 
that cannot always be confidently predicted in advance. Yet the de- 
scription of such holdings as “liquid” or “protective” assets among 
financial practitioners is based on the fact that the prices of such in- 
struments can vary only within narrow limits during relevant periods. 
By contrast, the longest maturity conceivable—a perpetuity—-exposes 
its holder to the possibility of large gains or losses; it is unlike money. 
It was this observation that led Henry Simons to describe government- 
issued perpetuities as “pure” debt.” 

"This observation should not be interpreted to imply that markets for government 
securities are necessarily imperfect or, in deference to E. H. Chamberlin, characterized as 
imbued with monopolistic elements. The market for U. S. Treasury bills may be perfectly 


competitive and so may the market for 30-year bonds without implying that bills and 
bonds are the same commodity. 

“F. Modigliani objects to a similar concept employed by J. R. Hicks on the following 
grounds: “Whatever one’s definition of liquidity, to say that a government bond, a specu- 
ulative share, a house, are money in different degrees, can at best generate unnecessary 
confusion. It is true that money and securities are close substitutes, but this connection is 
to be found elsewhere than in degrees of moneyness ... ” (“Liquidity Preference and the 
Theory of Interest and Money,” Econometrica, Jan. 1944, XII, 45-88, reprinted in Read 
ings in Monetary Theory, p. 235.) Yet his claim that securities and money are closer substi- 
tutes than are money and real assets presupposes that there is something special about 
securities that makes them substitutes for cash. I suggest that this something needs a name, 
and “moneyness” seems as good as any 

"See Henry Simons, “On Debt Policy,” Jour. Pol. Econ. Dec. 1944, LII, 356-61. 
Simons viewed short-term instruments as partly money. 
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For long-term public debt forms to be more effective in curtailing 
private expenditures per dollar outstanding than short-term, it is also 
necessary that the marginal utility of the moneyness of assets be posi- 
tive. For if it were to be zero, investors would look only to the income 
in holding or acquiring assets, and the perfect substitution assumption, 
so often found in theoretical discussions, would come back into its 
own."* Since it may be assumed that the marginal utility of future in- 
come is always positive—this is a necessary condition for the function- 
ing of a money-price system—the condition that the marginal utility 
of the moneyness of assets be positive implies that the subjective or 
computed yields of securities vary inversely with their degree of money- 
ness.*° 

The condition that the marginal utility of the moneyness of debts 
must be positive applies, but in the negative sense, to debtors as well. 
If yields were positively correlated with maturity, and if debtors were 
completely indifferent about the maturities of their obligations, they 
could always gain by concentrating their debt in the shortest form. 
Consequently only short-term private securities would be left out- 
standing or the yields of securities of different maturity would become 
equal. In the latter event, the marginal utility of the extra moneyness 
of short-term securities would become zero. 

If our twin conditions are satisfied, namely that shorter-term obliga- 
tions possess stronger money characteristics than long-term public 
debt and that the marginal utility of the moneyness of assets is gen- 
erally positive, an official debt operation designed to shorten the aver- 
age maturity of the public debt becomes an inflationary measure. 

To establish this result, let us examine a case least favorable for it, 
namely one in which public debts have no moneyness features not 
shared by private debts. Suppose that private debts are treated, ma- 


“Tf the only relevant dimension of debts is the yield, they become homogeneous com 
modities because future dollar income is inherently homogeneous. 

* Subjective yields may differ from market yields to maturity for many reasons, such as 
tax considerations or anticipations of changes in the capital value of the asset. However, 
the point of view here adopted is inconsistent with the type of expectation theory to 
explain differences among market yields to maturity presented, for example, by F. H. 
Lutz and J. R. Hicks. That position makes the strong requirement that any one investor 
should select securities only on the basis of income. If he is found holding one-year maturi 
ties yielding 4 per cent and two-year maturities yielding 5 per cent, he is assumed to expect 
that the yield on one-year maturities will a year hence rise to approximately 6 per cent. 
This requirement means that all debt forms when classified by maturity must be perfect 
substitutes. See F. H. Lutz, “The Structure of Interest Rates,” Quart. Jour. Econ., Nov 
1940, LV, 36-63, reprinted in Readings on the Theory of Income Distribution, pp. 512-20; 
and J. R. Hicks, Value and Capital (Oxford, 1939), pp. 144-52. Hicks, unlike Lutz, tries 
to have it both wavs holding that interest is to be explained by the degree of departure of 
an asset from being like money—degrees of illiquidity—and that income is the only relevant 
dimension of debts. This inconsistency is alluded to by Lutz, op. cit., p. 528 
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turity for maturity, as perfect substitutes of public debts, In addition, 
suppose that borrowers can sell debts of any maturity they please and 
can do so under competitive conditions. Consider, then, the position of 
a representative borrower. To satisfy the condition that the marginal 
utility of the moneyness of assets is positive for him, he will be in 
equilibrium with respect to a distribution of maturities of his out- 
standing obligations only when the market yields of his debts increase 
with the remoteness of their maturity. In the absence of objective con- 
straints, other than differences in yields, on the maturity distribution 
of his debts, a representative borrower would prefer longer to shorter 
obligations at the same yields because of the correspondingly reduced 
necessity for maintaining a liquid position.”® A central bank or treasury 
operation designed to shorten the average maturity of public debt calls 
for the purchase in the market of long-term bonds and the sale of an 
equal amount of short-term bills, thus lowering the yields of bonds and 
raising those of bills. This altered pattern of yields induces our repre- 
sentative borrower, granted no change in his preferences, to shift his 
debts toward the longer maturities. Since he prefers longer-term to 
shorter-term obligations at the same yields, he now finds that it costs 
relatively less to satisfy this preference. Thus his adjustment may 
appear simply to offset the official maneuver. 

However, from his point of view his entire position now entails 
less of something he dislikes, namely risk—the negative of moneyness; 
and the marginal disutility of risk increases with increasing risk." 
People will bet small sums when they will not bet large sums at the 
same odds. Applied to a borrower’s asset position, our theory means 
that he now will be willing to take more risk than he would have before 
because his liability position entails less risk. But taking more risk 
is another way of saying that he will be inclined to hold less cash since 
cash is the safest possible asset to hold. In other words, he is induced 
to acquire more real assets. 

This conclusion is not upset if creditors refuse to regard private 
debts as providing the moneyness features associated with public debts. 
In fact, a large segment of private debt contracts are entailed assets. 
The creditor is expected to hold them for the life of the contract. In 
such circumstances, short-term private debts are not good substitutes 
for short-term public debts; they are closer substitutes for those public 
obligations held mainly for income purposes, that is, public bonds. 


“ The assumed conditions rule out credit rationing such that lenders discriminate against 
particular borrowers, They do not rule out consideration by lenders of the risk position 
of a borrower 


"For a good defense of this view, see E. D, Domar and R. A. Musgrave, “Proportional 
Taxation and Risk-Taking,” Quart. Jour. Econ., May 1944, LVIII, 388-422 
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An official operation designed to shorten the average life-expectancy 
of the public debt remains stimulating because the addition of bills to 
the market induces investors to hold less cash while not affecting their 
inclination to hold short-term private debts, and at the same time the 
subtraction of long-term debt induces creditors to offer more attractive 
terms to private borrowers at all maturities. 

The above argument may be unnecessary for those to whom it is 
intuitively obvious that long-term public debt is less like money than 
short-term. However, our twin conditions do help in making judgments 
about the circumstances under which the hypothesis will not hold. 
In countries, for example, where the local population has limited trust 
in the obligations of their governments, all public debt obligations may 
be treated as unlike money. The assumption of investors in Western 
countries that the obligations of their governments are free of default 
risk is not shared by the people of some of the less developed coun- 
tries, and often for good reasons. What is more important, however, is 
the failure of the condition that the marginal utility of the moneyness 
of assets is generally positive. In many countries, the experience of 
persistent inflation appears to have undermined a taste for domestic 
money and moneylike assets. 

For Western countries, at least for the period since 1930, the twin 
conditions appear to have been generally satisfied. Individuals as well 
as organizations have exhibited a positive liking for assets because of 
their moneyness features. The success of governments in pouring out 
huge quantities of demand forms of government debt as well as short- 
term debts at yields less than, and often much less than, the yields on 
long-term debts strongly suggests, but of course does not prove, that 
the marginal utility of the moneyness of assets has generally been 
positive. People have indicated a willingness to pay something in fore- 
gone income to possess securities for their moneylike features. Whether 
this set of tastes can be expected to endure is of course a speculation."* 


IV. Optimum Size and Composition of Public Debt 

Our two basic propositions may now be represented graphically. Let 
government debt be grouped into two classes, say, 90-day bills and 
30-year bonds. In Figure 1, along the vertical axis measure the amount 
of 90-day bills, and along the horizontal axis, units of 30-year bonds. 
In both cases, the unit is the maturity value in dollars. Suppose that the 
amounts of debt inherited from the past are those shown by point Q. 

* Prior to 1914, short-term rates were commonly above long-term rate: a fact that 
seriously damages a liquidity or moneyness approach to explain differences in yields. The 
authoritative empirical study of this experience is the work of F. R. Macaulay, Some 
Theoretical Problems Suggested by the Movement of Interest Rates, Bond Vields and 
Stock Prices in the United States since 1856 (New York, 1938) 
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Then the 45° line VM is a constant-debt line. The curves G,, Gs, G2, 
and G,, are (private) GNP isoquants. A GNP isoquant shows the 
combinations of short-term and long-term debt that leave private ex- 
penditures upon current output unchanged, given the public debt in- 
herited from the past and given all remaining government financial 
policies.*” 

The relations among the isoquants are as follows: Consider the 
point Q, the quantity of debt inherited from the past. Let official 
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L ong-term Debt 


Ficure 1 


agencies decrease the debt without altering the composition, giving 
the combination shown as P on the isoquant G,. Then G, shows all 
combinations of short- and long-term government debt that provide the 
same level of GNP expenditures as found for point P. The G, curve 


*In the realm of fiscal measures other than debt measures, the conditions mean that 
government expenditures are treated as given, and its subsidy and tax formulae (not their 
yields) are also treated as given. In the realm of monetary measures, other than debt 
measures, the customary or legal reserve requirements of banks are to be treated as invari- 
ant, and any access to central bank funds except by open-market operations is excluded 
These ceteris paribus conditions are necessary to avoid mixing the effects of the debt 
operations with the effects of other fiscal and monetary policies. Once the effects of each 
class of policies have been determined, integrated analysis of the combined effects of any 
combination of official monetary, debt, and fiscal acts becomes possible. 
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also indicates a higher level of private expenditures upon current out- 
put than that given by the curve Gs. Similarly, points S and 7 on 
curves G: and G; represent combinations of outstanding debt resulting 
in successively more deflation, #.e., lower levels of private expenditures 
upon current output. The economic justification of this representation 
is our first fundamental proposition: a decrease in the outstanding 
government debt with composition unchanged, increases private expen- 
ditures and an increase in debt decreases private expenditures. 

The slopes of the G curves follow from the proposition that short- 
term debt has less utility per dollar (maturity value) than has long- 
term debt. This condition means that the isoquants cut the VM line 
from above (the negative slope of any one G curve is greater than that 
of the VM line). Let us suppose, for example, that government policy is 
intended to make the outstanding debt have the same effect upon 
private expenditures as that given by the amout of debt inherited from 
the past; the objective is to remain on the G; curve. If it is also desired 
to increase the proportion of long-term debt there must be a reduction 
in the total debt; otherwise the objective of leaving private expenditures 
unchanged would be defeated. To offset the deflationary effect of the 
increase in the proportion of long-term debt, the government should 
simultaneously increase the quantity of money.” 

The most efficient method of managing the debt is found when the 
utility of debt, the realization of some level of private expenditures 
upon current output, is obtained at the minimum expense. The main 
cost, annual interest expense, depends mainly upon the size of the 
debt, its composition and the price or yield of the securities.” 


*”The G curves must be convex to the origin because, as successive substitutions of 
short-term for long-term debt are made, total debt increases and the money supply 
decreases. But the successive substitutions of short-term debt, per unit of long-term debt 
withdrawn, must necessarily increase because short-term debt becomes an increasing!ly 
poor substitute for money as the supply of money decreases. A similar analysis will show 
that the curves must also be convex for decreases in short-term and increases in long-term 
debt. 

* Theoretically, since interest on government debt is a form of transfer income, the 
expense to the government should be measured by the interest paid to private groups 
minus the tax liability occasioned by the interest. This factor is of importance for our 
topic only if there is a significant difference between the tax liability per dollar of interest 
paid on short-term and on long-term government debt. Tax treatment of interest on gov- 
ernment debt varies widely among countries; it is still common to exempt such income 
altogether under income tax laws. Furthermore even in countries that appear to subject 
interest income from government debt to the same tax treatment as other income, the 
channeling of this income through financial intermediaries such as insurance companies 
serves to dissipate the amount that becomes reportable income to individuals, especially 
when, as in the United States, the accrued interest on life insurance policies is tax exempt 
Whether, on balance, these and other considerations result in differences in the effective 
rate of income taxation of the interest on different classes of federal government securities 
in the United States is a nice questions to which no definite answer can as yet be given. 
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The interest cost of various debt combinations is shown graphically 
in Figure 2. Let the axes have the same meaning as in Figure 1, and 
let O also be the amount of debt inherited from the past. At prevailing 
interest rates, say 2 per cent on short-term and 4 per cent on long-term, 
the interest cost to the government of all debt combinations that result 
in the same interest cost as the 0 combination is shown by the line LM. 


Short-term Debt 


™ 
Long-term Debt 


FiGurE 2 


The selection of a lower rate of interest for short-term securities reflects 
the condition that moneyness of assets has a positive utility—yields on 
short-term securities are lower than on long-term. The linear relation 
shown by LM could hold, however, only if variations in the proportion 
of government debt could be accomplished without any change in rates 
of interest. But this would be to treat short- and long-term securities 
as one commodity, and their relative yields as invariant. 

A more appropriate way to reflect these facts is by the iso-interest 
curves C;, Cs, and Cy. A curve such as C; is defined as all combina- 
tions of long-term and short-term debt that result in the same interest 
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commitment of the government as the interest cost at point Q. Lso- 
interest curves may be expected to be concave. For example, at point 
Q, $1 of bonds carries the same interest expense as $2 of bills. As 
bills are added and bonds subtracted from the market, the yields on 
bills will rise and those on bonds will fall. Then, moving from the com- 
bination given by Q, increasingly smaller amounts of bills must be sub- 
stituted for a given amount of bonds if total interest costs are to be 
held constant. Thus the C curves are concave or linear, They are linear 
in the limiting case when bills and bonds are generally treated as per- 
fect substitutes. A lower curve such as C; is delined as the combination 
of debt that results in the same expense as the combination shown by 
T. The interest cost is lower for C; than for C2 because the debt has 
been reduced and the rates of interest on both short- and long-term 
securities are lower. 


H M 
Long-term Debt 


Ficure 3 


| 
G, 
° 
a 
Q 
* 
<= 
~ 
| 


316 THE AMERICAN ECONOMIC REVIEW 


When the C curves of Figure 2 are placed together with the G curves 
of Figure 1, the optimum solution emerges as shown in Figure 3. With 
the initial amount of debt at Q, the interest expense is that indicated 
by the iso-interest curve C.. If the policy is to obtain the level of pri- 
vate expenditures indicated by G2, the debt is too large and the propor- 
tion of short-term debt is also too great. To obtain the optimum solu- 
tion, the composition should be changed by increasing the proportion 
of long-term debt and the entire debt should be reduced. This result 
is given by the tangency solution shown as point S. There is a saving 
in interest expense indicated by the difference between the interest cost 
for C. combinations and that for C, combinations. This saving will 
be mainly at the expense of those organizations and persons in the 
economy who like to hold large amounts of short-term government 
securities. 

Our solution remains subject to two restrictions: The assumptions 
that a national debt consists of two classes of securities only and that 
current rates of interest accurately measure the cost to the government 
of an outstanding debt. Only the former will be considered in detail.”* 

Instead of two classes of securities, let the kinds of government debt 
outstanding vary from some minimum maturity, say one day, to some 
maximum, say a perpetuity. The market-yield curve Ym in Figure 4 
shows the yield-maturity relation observed at any date. Vm is posi- 
tively sloped to reflect the fact that actual market-yield curves have 
exhibited this characteristic for many years.*’ From this market-yield 
curve, we may construct what may be called an economic-yield curve, 
shown as Y-. An economic-yield curve is derived from two functional 
relations, the market-yield curve as shown and a variable multiplier. 
The variable multiplier refers to the number of units of government 
debt measured in par values required to make a given change in private 
expenditures upon current output. Suppose, for example, that the sale 
of $1.00 of debt of 25-year maturity or greater would reduce private 
expenditures by $1.00. Then if the sale of some shorter maturity, say 
20 years, reduces private expenditures by less than $1.00, more than 
$1.00 of 20-year maturity debt is required to have the same GNP effect 
as $1.00 of 25-year maturity debt. As the maturity approaches zero, 
government debt approaches being money and the multiplier ap- 

™The use of current yields to measure the interest cost of an outstanding debt ignores 
the possible capital gains or losses a government may experience in debt management 
Since even an abbreviated analysis of this aspect of the topic is rather involved and has 
not resulted in any important revision of the basic point of view, the question will be 
passed over 

* YVield-maturity curves for U.S. federal securities have exhibited positive slopes since 
about 1933. In earlier years, flat curves and even negatively sloped curves are sometimes 
found 
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proaches a maximum. If empirical information on the variable multi- 
plier can be secured, any point on the Y- curve may be derived. Select, 
say, point S on curve ¥-. The distance RM is the market yield of a unit 
of debt of that maturity, say, 3 per cent. Let one and one-half units 
of debt of this maturity have the same GNP effect as $1.00 of debt 
of 25-year maturity. Therefore the distance SM is obtained by multi- 
plying the distance RM by one and one-half. The effectiveness of debt 


Years te Matur ity 


Ficure 4 


—the size of the multiplier—is a decreasing function of the maturity 
of the debt up to some point. 

Economical debt management calls ideally for making the V- curve 
a straight horizontal line. The interest on a national debt is a minimum 
when the interest cost of each type of debt instrument per dollar of 
“product” (7.e., change in private expenditures) is equal, Then if at 
any given time the composition of a government debt is such that its 
economic-yield curve is negatively sloped, the short-term end of the 
economic-yield curve should be lowered and the long-term end raised. 
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This result is accomplished by retiring short-term maturities and sell- 
ing long-term, and, if an unchanged level of GNP expenditures is 
desired, by reducing the total debt. In the process of doing this, the 
market-yield curve will twist, with the lower end shifting down and 
upper end shifting up, somewhat as shown by the dotted line Y'’m. 
As this shift occurs, the economic yield curve tends to flatten out and 
if the job is done perfectly, it becomes a straight line.** 


V. Debt Policy and Commercial Banks 


An outstanding public debt will have a utility to a government re- 
gardless of the kind of commercial banking system, provided that 
banks operate under financial constraints. As already observed (see 
Section IT), sale of debt by official agencies is a deflationary operation 
except in the limiting case when buyers treat government debt as a 
perfect substitute for cash. A strong government can, for example, 
decree that government debt of certain types shall constitute legal 
reserves for banks and make its debt a kind of money for banks. 
Alternatively, a central bank may announce that the prices of each 
kind of government debt will be fixed and, provided the announcement 
is accepted in good faith, make the debt a kind of income-yielding 
money. The crucial aspect of these and many other schemes is the 
inducement made to banks to treat government debt as a perfect sub- 
stitute for cash. To the extent that such schemes are successful, and in 
recent wartime financing they were successful, the government per- 
suades banks to create money for government account without impos- 
ing any restrictions upon their power to create money for private 
account. 

But if banks are subject to effective reserve requirements, whether 
set by law, custom, or prudent practice, the acquisition of any earning 
asset including government debt is subject to constraints. If any one 
bank is induced to hold more government debt, it must forego the 
acquisition of other assets. The position of a bank in this connection 
does not differ in principle from that of an individual or an insurance 
company. All have limited means; all must make competing choices 
with respect to asset holdings. Thus a government’s sale of debt which 
happens to be purchased by banks reduces the demands of the latter 
for other assets. 


“If debts of all maturities have the same effect upon private expenditures, the multiplier 
is invariant, and the economic-yield curve coincides with the market-vyield curve. In this 
event, a government should behave just as if it were a private operator in the market and 
look only to keeping its interest expense a minimum. The debt should be concentrated in 
the shortest maturity that is practicable in view of administrative costs, unless the market- 
yield curve becomes flat before all of the debt can be shifted 


1 
4 
| 
5 
a 
Sac; 
= > 
: 
3 
Ty 
. 
re) 
tor 


ROLPH: PRINCIPLES OF DEBT MANAGEMENT 319 


A banking system of money does influence the utility of an outstand- 
ing debt and also affects the comparative utility of different debt forms. 
The peculiarities of a banking system of money arise from the fact that 
liabilities of a particular kind of private organization are money and 
that these organizations can change the quantity of this money by their 
own operations. It is the latter fact that has special relevance for the 
present topic. If reserve requirements were 100 per cent, a banking 
system of money would differ only in inconsequential details from a 
pure government currency system. Banks would have lost their power 
to create and destroy money—a main reason advocates of a 100 per 
cent reserve system urge its adoption. We may analyze the role of frac- 
tional reserve systems with respect to debt management by comparing 
such systems with a 100 per cent reserve system.’ 

The lower the reserve requirements of banks, however established, 
the greater, ceteris paribus, is the utility of an outstanding debt to a 
government. An experimental reduction of an outstanding debt by the 
substitution of central-bank-created money for debt permits banks as 
a group to multiply their holdings of earning assets. The multiplier is 
of course the reciprocal of the reserve ratio. Thus the lower reserve 
requirements are, the greater will be the inflationary effect of debt re- 
duction and hence the greater is the utility of an outstanding debt to a 
government. This observation is simply another facet of the well-estab- 
lished theory that fractional reserves provide a more sensitive financial 
structure than do 100 per cent reserve systems.*" 

Fractional reserve systems also tend to reduce the utility of short- 
term relative to long-term government debt. With fractional reserves, 
banks need to hold some of their assets in forms that they regard as 
similar to cash to provide for contingencies such as large adverse clear- 
ing drains. By contrast, with 100 per cent reserves, or more generally, 
higher as opposed to lower reserve ratios, the needs of banks for cash- 
like assets are satisfied more by the reserves themselves. The marginal 
utility of the moneyness of assets may be expected to diminish. In 
addition, larger as opposed to smaller reserve ratios result in a smaller 
income from banking, and the marginal utility of income may be ex- 
pected to be greater on this account. This factor would operate in the 
direction of inducing banks to sacrifice liquidity to obtain more income 
and hence hold more of their assets in long-term government bonds. An 
experimental shift in the composition of an outstanding public debt 
in the direction of lowering its average maturity may, therefore, be 
expected to be more expansionary under a lower as compared with 

here is no intent here to argue in favor of or against the 100 per cent reserve plan 

*See J. G. Gurley and E. S. Shaw, “Financial Aspects of Economic Development,” 
Am. Econ. Rev., Sept. 1955, XLV, p. 536 
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a higher set of reserve ratios.’ The institution of a fractional reserve 
system of banking does not upset the principle that debt management 
is conducted most efficiently when the marginal utility of each public 
debt form is made proportional to its marginal cost. 


VI. Concluding Remarks 
There remains untouched the crucial question of how to implement 
the suggested principle. Such a task would be far from simple; in fact 
no government could expect to achieve the precise size and composition 
of debt forms called for by the rule. Yet it is not an objection to a 
principle that it may be difficult to implement. Its role is to give direc- 
tion to policy, to permit students and others to agree upon what consti- 
tutes relevant information, and to indicate types of financial administra- 
tion most appropriate for the realization of rational decisions. As such, 
the principle is offered as a guide for debt management (including open- 
market operations) in the same spirit that the principle of marginal 
cost pricing has been offered as a guide for the regulation of public 

utility prices, and indeed for analogous reasons. 


"This suggests that the spread in yields of public securities classified by maturity is a 
function of reserve ratios. 
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INTERNATIONAL TRADE AND FACTOR MOBILITY 


By Ropert A. MUNDELL* 


Commodity movements are at least to some extent a substitute for 
factor movements. The absence of trade impediments implies com- 
modity-price equalization and, even when factors are immobile, a tend- 
ency toward factor-price equalization. It is equally true that perfect 
mobility of factors results in factor-price equalization and, even when 
commodity movements cannot take place, in a tendency toward com- 
modity-price equalization. 

There are two extreme cases between which are to be found the con- 
ditions in the real world: there may be perfect factor mobility but 
no trade, or factor immobility with unrestricted trade. The classical 
economists generally chose the special case where factors of production 
were internationally immobile. 

This paper will describe some of the effects of relaxing the latter 
assumption, allowing not only commodity movements but also some 
degree of factor mobility. Specifically it will show that an increase in 
trade impediments stimulates factor movements and that an increase in 
restrictions to factor movements stimulates trade.’ It will also make 
more specific an old argument for protection, 


I. Trade Impediments Stimulate Factor Movements 


Under certain rigorous assumptions the substitution of commodity 
for factor movements will be complete. In a two-country two-com- 
modity two-factor model, commodity-price equalization is sufficient to 
ensure factor-price equalization and factor-price equalization is suffi- 
cient to ensure commodity-price equalization if: (a) production func- 
tions are homogeneous of the first degree (i.e., if marginal productivi- 
ties, relatively and absolutely, depend only on the proportions in which 
factors are combined) and are identical in both countries; (b) one 

* The author, a postdoctoral fellow in political economy at the University of Chicago, 
has benefited considerably from the suggestions and criticisms of M. Corden, M. Friedman, 


A. Harberger, H. G. Johnson, R. Lipsey, J. E. Meade, S. A. Ozga and T. Rybezynski. Any 
mistakes that remain are his responsibility 

* This proposition is implied in Bertil Ohlin, Interregional and International Trade (Cam- 
bridge, 1935), Ch. 9; Carl Iversen, Aspects of the Theory of International Capital Move- 
ments (London, 1935), Ch. 2; and J. E. Meade, Trade and Welfare (London, 1955), 
Ch. 21, 22. 
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commodity requires a greater proportion of one factor than the other 
commodity at any factor prices at all points on any production func- 
tion; and (c) factor endowments are such as to exclude specialization.’ 

These assumptions are not always satisfied in the real world, so a 
model employing them is somewhat limited. But they do isolate some 
important influences determining the pattern of international trade and 
for present purposes will be adhered to. It will become clear later that 
relaxing them does not seriously affect the conclusions of the paper. 

First we shall show that an increase in trade impediments encourages 
factor movements, and to do this we shall make some rather drastic 
assumptions regarding mobility. Assume two countries, A and B, two 
commodities, cotton and steel, and two factors, labor and capital.’ 
Country A is well endowed with labor but poorly endowed with capital 
relative to country B; cotton is labor-intensive relative to steel. For 
expositional convenience we shall use commodity indifference curves. 

For the moment we shall assume that country B is the rest of the 
world and that country A is so small in relation to B that its production 
conditions and factor endowments can have no effect on prices in B.* 

Let us begin with a situation where factors are immobile between A 
and B but where impediments to trade are absent. This results in com- 
modity- and factor-price equalization. Country A exports its labor- 
intensive product, cotton, in exchange for steel. Equilibrium is repre- 
sented in Figure 1: TT is A’s transformation function (production- 
possibility curve), production is at P and consumption is at S. Country 
A is exporting PR of cotton and importing RS of steel. Her income 
in terms of steel or cotton is OY. 

Suppose now that some exogenous factor removes all impediments 
to the movement of capital. Clearly since the marginal product of capi- 
tal is the same in both A and B no capital movement will take place and 
equilibrium will remain where it is. But now assume that A imposes 
a tariff on steel and for simplicity make it prohibitive.® Initially the 
price of steel will rise relative to the price of cotton in A and both pro- 
duction and consumption will move to Q, the autarky (economic self- 
* For the necessity of these assumptions and a fairly complete list of references to the 


literature on factor-price equalization see P. A. Samuelson, “Prices of Factors and Goods 
in General! Equilibrium,” Rev. Econ. Stud., 1953-54, XXI (1), 1-21. 


* Capital is here considered a physical, homogeneous factor which does not create any 
balance-of-payments problems when it moves internationally. It is further assumed that 
capitalists qua consuming units do not move with their capital, so national taste patterns 
are unaltered 


*It will become evident in Section II that the terms of trade and factor prices do not 
change even if A is fairly large. 

* Actually, under the assumed conditions any tariff is prohibitive, as will eventually 
become clear 
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COTTON 


STEEL 


Ficure 1 


sufficiency) point. Factors will move out of the cotton into the steel 
industry; but since cotton is labor-intensive and steel is capital-inten- 
sive, at constant factor prices the production shift creates an excess 
supply of labor and an excess demand for capital. Consequently the 
marginal product of labor must fall and the marginal product of capital 
must rise. This is the familiar Stolper-Samuelson tariff argument.” 

But since capital is mobile, its higher marginal product in A induces 
a capital movement into A from B, changing factor endowments so as 
to make A more capital-abundant. With more capital A’s transforma- 
tion curve expands until a new equilibrium is reached. 

Some help in determining where this new equilibrium will be is pro- 
vided by the box diagram in Figure 2. Country A initially has OC 
of capital and OL of labor; OO’ is the efficiency locus along which 
marginal products of labor and capital are equalized in steel and cot- 
ton. Equilibrium is initially at P which corresponds to P on the pro- 
duction block in Figure 1. Factor proportions in steel and cotton are 
given by the slopes of OP and O’P respectively. 

After the tariff is imposed production moves along the efficiency 
locus to Q, corresponding to the autarky point Q in Figure 1. The 


*Cf. W. F. Stolper and P. A. Samuelson, “Protection and Real Wages,” Rev. Econ 
Stud., Nov. 1941, IX, 58-73. 
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slopes of OQ and O’Q indicate that the ratios of labor to capital in 
both cotton and steel have risen—i.e., the marginal product of capital 
has risen and the marginal product of labor has fallen. Capital flows in 
and the cotton origin O” shifts to the right. 

With perfect mobility of capital the marginal products of both labor 
and capital must be equalized in A and B. This follows from the as- 
sumption that the production functions are linear, homogeneous and 
identical in both countries. Since marginal products in the rest of the 
world can be considered constant, the returns to factors in A will not 
change. Factor proportions in both steel and cotton in A then must be 
the same as before the tariff was imposed—-so equilibrium must lie 


<— COTTON 
o+ 


CAPITAL 


Fioure 2 


along OP-extended at the point where it is cut by a line O”P’ parallel 
to O’P, where O” is the new cotton origin. But this is not yet sufficient 
to tell us exactly where along OP-extended the point P’ will be. 

Since marginal products in the new equilibrium are the same as be- 
fore the tariff, commodity prices in A will not have changed; but if both 
incomes earned by domestic factors and commodity prices are un- 
changed, consumption will remain at S (in Figure 1). Production 
however must be greater than S because interest payments must be 
made to country B equal in value to the marginal product of the capital 
inflow. In Figure 1, then, production equilibrium must be at some point 
above or to the northeast of S. 

To find the exact point we must show the effects of a change in 
capital endowments on the production block. Because steel is capital- 
intensive we should expect the production block after the capital move- 
ment has taken place to be biased in favor of steel at any given price 
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ratio; that this is so has been recently proved by Rybezynski.' 

Since the same price ratio as at P will prevail, the locus of all 
tangents to larger and larger production blocks based on larger and 
larger endowments of capital must have a negative slope. Such a line, 
which I shall call the R-line, is drawn in Figure 1. 

Capital will flow in until its marginal product is equalized in A and 
B, which will be at the point where A can produce enough steel and 
cotton for consumption equilibrium at S without trade, and at the same 
time make the required interest payment abroad. This point is clearly 
reached at P’ directly above S. At any point along the R-line to the 
northwest of P’, country A would have to import steel in order to con- 
sume at S—i.e., demand conditions in A cannot be satisfied to the 
northwest of P’. At P’ demand conditions in A are satisfied and the 
interest payment can be made abroad at the same price ratio as before 
the tariff was levied. Thus the capital movement need not continue 
past this point, although any point to the southeast of P’ would be 
consistent with equilibrium. 

Production takes place in A at P’, consumption is at S and the trans- 
fer of interest payments is the excess of production over consumption 
in A, SP’ of cotton. The value of A’s production has increased from 
OY to OY’ in terms of steel, but YY’ (which equals in value SP’ of 
cotton) must be transferred abroad, so income is unchanged. 

We initially assumed a prohibitive tariff; in fact even the smallest 
tariff is prohibitive in this model. A small tariff would not prohibit trade 
immediately: because of the price change some capital would move in 
and some trade would take place. But as long as trade continues there 
must be a difference in prices in A and B equal to the ad valorem rate 
of tariff—hence a difference in marginal products—so capital imports 
must continue. Marginal products and prices can only be equalized 
in A and B when A’s imports cease. 

The tariff is now no longer necessary! Since marginal products and 
prices are again equalized the tariff can be removed without reversing 
the capital movement. The tariff has eliminated trade, but after the 
capital movement there is no longer any need for trade. 

"T. M. Rybczynski, “Factor Endowment and Relative Commodity Prices,” Economica, 
Nov. 1955, XXII, 336-41. The proof can be easily demonstrated in Figure 2. At unchanged 
prices equilibrium must lie along OP-extended. With the larger endowment of capital, 
O”P’ must be shorter than OP. Since these lines have the same slope and constant returns 
to scale apply, output of cotton at /” must be less than at P. A paper by R. Jones written 
at the Massachusetts Institute of Technology in the spring of 1955 contained a similar 
proof. 

*SP’ must equal in value the marginal product of the capital inflow at constant prices 
In Figure 1, PP’ is the change in output associated with the increase in capital; steel out 


put increases by RS but cotton output decreases by PW. The marginal product of the 
capital inflow is the value of RS minus the value of PW which, in terms of cotton, is PS. 
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This is not really such a surprising result when we refer back to the 
assumptions. Before the tariff was imposed we assumed both unim- 
peded trade and perfect capital mobility. We have then two assump- 
tions each of which is sufficient for the equalization of commodity and 
factor prices. The effect of the tariff is simply to eliminate one of these 
assumptions—unimpeded trade; the other is still operative. 

However, one qualification must be made. If impediments to trade 
exist in both countries (tariffs in both countries or transport costs on 
both goods) and it is assumed that capital-owners do not move with 
their capital, the interest payments on foreign-owned capital will be 
subject to these impediments; this will prevent complete equalization 
of factor and commodity prices. (This question could have been 
avoided had we allowed the capitalist to consume his returns in the 
country where his capital was invested.) The proposition that capital 
mobility is a perfect substitute for trade still stands, however, if one 
is willing to accept the qualification as an imperfection to capital 
mobility. 


Il. Effect of Relative Sizes of the Two Countries 


The previous section assumed that country A was very small in rela- 
tion to country B. It turns out however, that the relative sizes of the 
two countries make no difference in the model, provided that complete 


specialization does not result. 

Suppose as before that country A is exporting cotton in exchange 
for steel. There are no impediments to trade and capital is mobile. 
But we no longer assume that A is small relative to B. Now A imposes 
a tariff on steel raising the internal price of steel in relation to cotton, 
shifting resources out of cotton into steel, raising the marginal product 
of capital and lowering the marginal product of labor. A’s demand for 
imports and her supply of exports fall. This decline in demand for B’s 
steel exports and supply of B’s cotton imports raises the price of cotton 
relative to steel in B; labor and capital in B shift out of steel into cot- 
ton raising the marginal product of labor and lowering the marginal 
product of capital in B. Relative factor returns in A and B move in 
opposite directions, so the price changes in A which stimulate a capital 
movement are reinforced by the price changes in B. The marginal 
product of capital rises in A and falls in B; capital moves from B to 
A, contracting B’s and expanding A’s production block. 

The assumption that capital is perfectly mobile means that factor 
and commodity prices must be equalized after the tariff. It is necessary 
now to show that they also will be unchanged. The price of cotton rela- 
tive to steel is determined by world demand and supply curves. To 
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prove that prices remain unchanged it is sufficient to show that these 
demand and supply curves are unchanged—or, that at the pretariff 
price ratio demand equals supply after the capital movement has taken 
place. But we know that at the old price ratio marginal products, hence 
incomes, are unchanged—thus demand is unchanged. All that remains 
then is to show that at constant prices production changes in one coun- 
try cancel out production changes in the other country. 

This proposition can be proved in the following way: If commodity 
and factor prices are to be unchanged after the capital movement has 
taken place then factor proportions in each industry must be the same 
as before; then the increment to the capital stock used in A will, at 
constant prices, increase the output of steel and decrease the output 
of cotton in A, and the decrement to the capital stock in B will decrease 
the output of steel and increase the output of cotton in B. But the in- 
crease in A’s capital is equal to the decrease in B’s capital, and since 
production expands at constant prices and with the same factor propor- 
tions in each country, the increase in resources used in producing steel 
in A must be exactly equal to the decrease in resources devoted to the 
production of steel in B. Similarly, the decrease in resources used in 
producing cotton in A is the same as the increase in resources devoted 
to cotton production in B. Then, since production functions are linear 
and homogeneous, the equal changes in resources applied to each in- 
dustry (in opposite directions) imply equal changes in output. There- 
fore, the increase in steel output in A is equal to the decrease in steel 
output in B, and the decrease in cotton output in A is equal to the in- 
crease in cotton output in B—+7.e., world production is not changed, at 
constant prices, by a movement of capital from one country to another. 
In the world we are considering it makes no difference in which country 
a commodity is produced if commodity prices are equalized. 

This proposition can perhaps be made clearer by a geometrical proof. 
In Figure 3a, 7.7. is A’s transformation curve before the tariff, and 
T.’7.’ is the transformation curve after the tariff has been imposed and 
the capital movement has taken place. At constant prices equilibrium 
moves along A’s R-line from P. to Pa’ increasing the output of steel 
by RP.’ and decreasing the output of cotton by RPz. Similarly, in Fig- 
ure 3b, T»T» is country B’s transformation curve before the capital 
movement and 71/7>’ is the transformation curve after capital has left 
B. At constant prices production in B moves along B’s R-line to Py’, 
steel production decreasing by SP» and cotton production increasing by 

To demonstrate the proposition that world supply curves are un- 
changed it is necessary to prove that RP.’ equals SP» and that RP. 


| 


328 THE AMERICAN ECONOMIC REVIEW 


equals SP,’. The proof is given in Figure 4. OL. and OC. are, respec- 
tively, A’s initial endowments of labor and capital; OL» and OC, are 
the endowments of B. OO. and OO» are the efficiency loci of A and B 
with production taking place along these loci at Pa and Pv, correspond- 
ing to the same letters in Figures 3a and 3b. 

Now «when A imposes a tariff on steel suppose that C»C.’ of capital 
leaves B, shifting B’s cotton origin from O» to Ov’. At constant prices 
labor-capital ratios in each industry must be the same as before so 
equilibrium must move to P»’, corresponding to P»’ in Figure 3b. Since 
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Ficure 3a. Country A Ficure 3b. Country B 


the capital outflow from B must equal the capital inflow to A, A’s cot- 
ton origin must move to the right by just the same amount as B’s cotton 
origin moves to the left—7.e., from Oa to O.’; and A’s production equi- 
librium at constant prices must move from P. to P.’. The proof that 
world supply is unchanged at constant prices is now obvious since 
JP.P/ and KP,’'P» are identical triangles. PaP«’, representing the in- 
crease in steel output in A, equals P»P’, the decrease in steel output 
in B, and the decrease in cotton output in A, JP, equals the increase in 
cotton output in B, AP,’.’ 

This relationship holds at all combinations of commodity and factor 
prices provided some of each good is produced in both countries. It 
means that world supply functions are independent of the distribution 
of factor endowments. More simply it means that it makes no difference 

*The R-lines in Figures 3a and 3b must be parallel when output expands at the same 


price ratio in each country, and they must be straight since production changes are com- 
pensating. 
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to world supply where goods are produced if commodity and factor 
prices are equalized. Since world supply and demand functions are not 
changed by the capital movements, so that the new equilibrium must 
be established at the same prices as before, our earlier assumption that 
A is very small in relation to B is an unnecessary one."° 
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Ficure 4 


The general conclusion of Sections I and IT is that tariffs will stimu- 
late factor movements. Which factor moves depends, of course, on 
which factor is more mobile. The assumption used here, that capital is 
perfectly mobile and that labor is completely immobile is an extreme 


*One qualification to the argument must be noted which is not necessary when the 
other country is very large. A condition for the marginal product of capital in A to rise 
as a result of the tariff is that the price of steel rise relative to the price of cotton. It is 
possible, if the foreign offer curve is very inelastic, that the improvement in A's terms of 
trade in raising the relative price of exports (cotton) will more than offset the effect of the 
tariff in raising the relative price of imports (steel). The condition that the “normal” case 
is satisfied requires that the sum of the foreign elasticity of demand and the domestic 
marginal propensity to import be greater than unity (the marginal propensity to import is 
relevant because the improvement in the terms of trade increases income). This is Metzler’s 
qualification to the Stolper-Samuelson tariff argument. See Lloyd Metzler “Tariffs, the 
Terms of Trade and the Distribution of the National Income,” Jour. Pol. Econ., Feb. 1949, 
LVII, 1-29. If this criterion is less than unity a tariff imposed by a labor-abundant coun 
try would stimulate foreign investment rather than attract capital—a result, it should be 
noted, based on the static assumptions of this model; if dynamic elements were involved 
the direction of the capital movement would depend on whether the effects of the tariff on 
production preceded or followed the effects on the terms of trade 
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one which would have to be relaxed before the argument could be 
made useful. But a great deal can be learned qualitatively from extreme 
cases and the rest of the paper will retain this assumption. When only 
capital is mobile, a labor-abundant country can attract capital by tariffs 
and a capital-abundant country can encourage foreign investment by 
tariffs. The same is true for an export tax, since in this model the effect 
of an export tax is the same as that of a tariff. 

The analysis is not restricted to tariffs; it applies as well to changes 
in transport costs. An increase of transport costs (of commodities) will 
raise the real return of and thus attract the scarce factor, and lower 
the real return and thus encourage the export of the abundant factor. 
The effect of any trade impediment is to increase the scarcity of the 
scarce factor and hence make more profitable an international redistri- 
bution of factors. Later we shall consider, under somewhat more realis- 
tic assumptions than those used above, the applicability of this propo- 
sition as an argument for protection. 


II. Increased Impediments to Factor Movements Stimulate Trade 


To show that an increase in impediments to factor movements stimu- 
lates trade we shall assume that some capital is foreign-owned and 
illustrate the effects on trade of taxing this capital. Strictly speaking 
this is not an impediment to a capital movement ; but if it were assumed 
that a steady capital flow was taking place the tax on foreign-owned 
capital would operate as an impediment. 

We shall use Figures 1 and 2. Begin with equilibrium initially at P’ 
in Figure 1. No impediments to trade exist but since factor and com- 
modity prices are already equalized no trade takes place. We assume 
that O’O” of capital in Figure 2 is foreign-owned so a transfer equal 
in value to YY’ in Figure 1 is made. Consumption equilibrium in A is 
at S. 

If a tax is now levied on all foreign capital its net return will be 
decreased, and since factor prices must be equalized in A and B, all 
of it (O’O”) must leave A. As capital leaves A, her production block 
contracts. At constant prices more cotton and less steel is produced. 
The price of steel relative to cotton tends to rise but, since there are no 
impediments to trade, is prevented from doing so by steel imports and 
cotton exports. 

Since all foreign capital leaves A the final size of A’s transformation 
function is 77, that consistent with domestically owned capital. Pro- 
duction equilibrium moves from P’ to P, but consumption equilibrium 
remains at S because interest payments are no longer made abroad. 
PR is now exported in exchange for steel imports of RS. The effect of 
the tax has been to repatriate foreign capital and increase trade. By 
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similar reasoning it could be shown that a subsidy will attract capital 
and decrease trade, although in the latter case the capital movement 
will only stop when factor prices change—.c., specialization takes 
place. 

In order to achieve efficiency in world production it is unnecessary 
that both commodities and factors move freely. As long as the pro- 
duction conditions are satisfied is is sufficient that either commodities 
or factors move freely. But if some restrictions, however small, exist 
to both commodity and factor movements, factor- and commodity- 
price equalization cannot take place (except in the trivial case where 
trade is unnecessary because prices are already equal). This principle 
applies only to those restrictions which are operative—obviously it does 
not apply to import tariffs on goods which are exported, transport costs 
for factors which are immobile anyway or quotas larger than those 
required for equalization to take place. 

If it were not for the problem of transporting interest payments, 
referred to earlier, one mobile factor would be sufficient to ensure price 
equalization. When the labor-abundant country imposes the tariff, 
equalization will take place as long as the other country continues a 
free-trade policy and there are no transport costs involved. But if the 
capital-abundant country imposes a tariff, inducing the export of capi- 
tal, prices cannot be equalized even if the labor-abundant country main- 
tains free trade unless the transfer of goods constituting interest pay- 
ments is also tariff-free."’ 


IV. An Argument for Protection 


The proposition that an increase in trade impediments stimulates 
factor movements and an increase in impediments to factor movements 
stimulates trade has implications as an argument for protection. In 
order to examine these implications we shall relax some of the assump- 
tions previously made—first, by introducing trade impediments, then 
decreasing the degree of factor mobility, and finally relaxing the as- 
sumption that constant returns to scale apply by taking account of 
external economies. We shall begin with a model similar with that of 
Section II except that we shall assume country A to be considerably 
smaller than country 
"If trade were a perfect substitute for factor movements in the absence of trade impedi 
ments, a rough idea of the cost of trade impediments could be acquired by calculating the 
increase in world income which could take place if capital were redistributed from capital 
rich to capital-poor countries until its marginal product throughout the world was equal 
ized. Alternatively this could be considered the most of capital immobility. This statement 
would have to be qualified in the many-factor case. 


"I make this assumption so that the change in the terms of trade resulting from A’s 
tariff is small. In passing, however, it should be noted that the more mobile is capital, the 
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Take as a starting point the absence of trade impediments; trade 
is sufficient to ensure commodity- and factor-price equalization. Now 
suppose that, overnight, transport costs come into existence; this raises 
the price of importables relative to exportables, shifts resources into im- 
portables, raises the marginal product of the scarce factor and lowers 
that of the abundant factor in each country. Incomes of A-capitalists 
and B-workers increase while incomes of A-workers and B-capitalists 
decrease. These changes in factor returns create the incentive for a 
capital movement from B to A, a labor movement from A to B, or a 
combination of both movements. Where the final equilibrium will be 
depends on the degree of factor mobility. I shall assume that labor is 
immobile between countries but that capital is at least partially 
mobile. 

If we assume that capital is perfectly mobile, but that capitalists do 
not move with their capital, the latter will move from B to A until the 
return from capital invested in A is the same as from that invested in 
8; but this implies that marginal physical products cannot be equalized 
since transport costs must be paid on the goods constituting interest 
payments.’’ The introduction of transport costs would, then, reduce 
world income even if capital were perfectly mobile unless capitalists 
are willing to consume their income in the country in which their capital 
is invested. 

But we shall not assume that capital is perfectly mobile. Instead 
suppose that B-capitalists insist on receiving a higher return on any 
capital they invest in A than on that which they invest in B, perhaps 
because of political instability, patriotism, risk or economic uncer- 
tainty. Let us assume that B-capitalists require a 10 per cent higher 
return on capital invested in A than on that invested in B, but that if 
this interest differential rises above 10 per cent, capital is perfectly 


smaller is the change in the terms of trade resulting from a tariff; this means that the 
optimum tariff will be smaller with, than without, capital mobility; and in the limiting 
case where capital is perfectly mobile, discussed in Sections I and II, the optimum tariff is 
zero 

Also, in what follows I neglect to discuss the tariff proceeds which are implicitly assumed 
to be redistributed in such a way as to leave A's indifference map unchanged. Alterna- 
tively, to abstract both from changes in the terms of trade and the tariff proceeds, it 
could be assumed that the tariff is prohibitive 

" However, interest rates must be the same! Since capital goods—call them machines 
can move costlessly from one country to the other, the price of machines in money terms 
will be the same in both countries; and since machines will move to A until] marginal 
products in money terms are equal, interest rates (the return to a machine as a propor- 
tion of the price of a machine) must be the same in both countries. The interest rate, of 
course, is not commensurable with the marginal product of capital unless the latter is 
defined as a proportion of the price of machines; in the new equilibrium the two are 
equal when the marginal product of capital is so defined 
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mobile. Suppose further that the return to capital in both countries 
before introducing transport costs was 12 per cent; and that the effect 
of introducing transport costs is to lower the marginal product of capi- 
tal in B to 11 per cent and to raise it in A to 17 per cent. Since the 
interest differential is less than 10 per cent no capital movement will 
take place. 

It is at this point that we shall consider the argument for a tariff in 
A. Let A impose a tariff, further increasing her relative scarcity of 
capital and B’s relative scarcity of labor. Rates of return on capital 
change to, let us say, 25 per cent in A and 9 per cent in B, creating an 
interest differential of 16 per cent. Capital will now move from B to A 
until this differential is reduced to 10 per cent. Obviously the rates of 
return cannot return to the pretariff rates of 17 per cent for A and 11 
per cent for B: first, because part of the tariff will be “used up” in 
bringing the marginal products of capital in A and B to the point where 
B has an incentive to export capital; and second, because transport 
costs must be paid on the interest returns. 

If capital moves until the return in A falls to 20 per cent and in B 
rises to 10 per cent, what can be said about the economic effects of the 
tariff as far as country A is concerned? 

First, A-capitalists are better off; the tariff increases and the capital 
inflow decreases capital scarcity, but the net effect is a higher return 
than before the tariff. Second, A-workers are worse off in spite of the 
fact that the total ratio of capital to labor in A has increased. Marginal 
products are determined not by the total ratio of capital to labor in 
a country, but by the ratio of capital to labor in each industry. The 
capital from B is largely absorbed by increasing the output of capital- 
intensive importables in A; it can never succeed in raising the capital- 
labor ratio in each industry to its pretariff level. Real wages must be 
lower than before the tariff. 

Third, real national income in A is less than before the tariff; the 
tariff makes A’s scarce factor relatively more scarce, and her abundant 
factor relatively more abundant, reducing her potential gains from 
international trade. Even under the most favorable assumptions, with 
capital perfectly mobile and capitalists moving with their capital, A’s 
income would remain the same; it could not improve. 

So far no valid tariff argument has been produced."* Capital can be 


“It is true that B's national income has increased since the effect of A’s tariff is to 
raise B-wages and stimulate capital investment in A, where B-capitalists receive a higher 
rate of return than at home; but it cannot be said that B-capitalists are better off since 
ex hypothesi, they are indifferent between investment at home and an investment in A in 
which the rate of return is 10 per cent higher. In any case the purpose of policy makers in 
A is to raise A’s not B’s income 
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attracted to a capital-scarce country by a tariff, but the capital move- 
ment can only alleviate some of the unfavorable effects of the tariff; 
it can not eliminate them. 

The argument can be rescued if we assume the appropriate non- 
linearities of scale.’* If external economies of scale’’ exist in the pro- 
duction of A-importables, the tariff will encourage more capital to enter 
than would otherwise be attracted since the marginal product of capital 
entering A will not fall as rapidly as it would fall in the absence of 
economies of scale. The new equilibrium will be established with a 
higher marginal product of labor, factor returns now being dependent 
not only on the proportions in which factors are combined, but also 
on the total output of importables. Real wages will be higher in A with 
than without economies of scale, though it is not certain that they will 
be higher than before the tariff; to demonstrate the latter it would have 
to be established that the economies of scale are sufficient to make up 
for the transport costs which must be paid on the interest returns. If 
they are sufficient, the tariff would be unequivocally beneficial.’* 

It is easy to see that economies of scale in importables or disecono- 
mies of scale in exportables increase the likelihood that the net effect 
of the tariff in a labor-abundant country is favorable, and vice versa. 
To justify an argument for protection on the above grounds it would 


have to be established that capital-intensive industries are subject to 
external economies of scale and/or that labor-intensive industries are 


“It may be possible to rescue the argument in other ways by assuming irrational, 
though possibly not implausible, behavior. For example, after B-capitalists have begun 
investing in A, they may acquire more confidence, and be willing to accept a smalier inter- 
est differential. In this case after the capital movement the marginal product of labor may 
be higher, and the marginal product of capital lower, than before the tariff, thereby increas- 
ing A’s national income. Or, while some (relatively) capital-scarce countries may fear 
“exploitation” from foreign investment, others may view the increase in productive 
capacity resulting from it as desirable in itself (perhaps with the intent of future expro- 
priation!)—in which case this factor would have to be balanced against the reduction in 
national income 


“It is sometimes overlooked that internal economies of scale do not constitute an 
argument for a tariff. An industry must not only be able to compete some years alter the 
tariff; it must also earn a sufficient return to repay the economy for the loss of income 
resulting from the tariff in the period of the industry’s infancy. The investment will then 
only be worthwhile if future output is sufficient to earn for the firm the current rate of 
interest on the capital involved. But when economies to scale are internal the investment 
will be profitable for private enterprise. Only when divergences between private and social 
costs due to external economies of scale are present is the case for government interven 
tion valid. 


"But if the same nonlinearities of scale exist in B the argument is weakened; economies 
of scale in A-importables will cause the marginal product of capital to fall at a slower 
rate than in their absence, but in this case the marginal product of capital in B will rise 
at a much faster rate as capital is exported. Similar economies of scale in B, then, may 
cancel out the effect of economies in A in inducing a larger capital movement, althouch 
this effect could be neglected if B were the rest of the world and A a small country 
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subject to external economies of scale; and these nonlinearities are of 
the required size." 


V. Concluding Remarks 


Like all theory, the above analysis is remote from reality. The prob- 
lems of many factors, goods and countries, monopolistic competition 
and differences in production functions have not been considered. In 
addition the model is nonmonetary and static. Still, these limitations 
do not interfere with the central theme, although any policy considera- 
tions would have to take them into account. 

A number of questions present themselves. Did the growth of pro- 
tection in the late nineteenth century in North America stimulate the 
large labor and capital inflows of that period (assuming land to have 
been the abundant factor)? Did the increased protection in Britain 
in this century stimulate capital export? Did the breakdown in interna- 
tional factor movements in the interwar period stimulate trade? And 
to what extent have the high tariff barriers between Canada and the 
United States contributed to the stimulus of American investment in 
Canada? It would be interesting to see what help this model offers in 
finding answers to these questions. 

“A possible extension of the model to allow for many goods could be made as follows: 
All goods could be ordered in terms of their capital intensities—i.e., the ratios of capital 
to labor at any given price ratio. B would export those goods that are most capital 
intensive and A those goods which are most labor-intensive. In the absence of trade 
impediments one of the intermediate commodities would be produced in common, estab- 
lishing the ratio of factor returns in much the same way as goods produced in common 
establish the ratio of international values in a Graham model. Now the effect of a tariff 
in A (as of any impediment) is to increase the relative price of capital-intensive goods in 
A and to lower them in B thus raising in A and lowering in B the marginal product of 
capit:’. Now not one commodity but a whole series of commodities would be produced in 
common, A’s exports comprising only the most labor-intensive and B's exports only the 
most capital-intensive goods. In A new capital-intensive industries, and in B new labor 
intensive industries, would be created. If some capital were not allowed to move to A, 
the margin of comparative advantage would be extended to capital-intensive industries in 
A, thus increasing the number of goods produced in common in both countries, 
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SOME LITTLE-UNDERSTOOD ASPECTS OF KOREA’S 
MONETARY AND FISCAL SYSTEMS 


By Couin D. CAMPBELL AND GorRDON TULLOCK* 


In recent years many Americans have learned that the task of giv- 
ing advice to foreign countries is not easy. The principal difficulty is 
that foreign countries have economic and political systems that are 
different from our own, Not knowing the real situation in foreign coun- 
tries, Americans sometimes assume incorrectly the existence of their 
own institutions. We propose to illustrate the difficulty with a few ex- 
amples based on American experience with the problem of inflation 
in South Korea from 1945 to 1954. Although many of these examples 
are unique, they may suggest similar situations in other countries and 
add to our general understanding of the problem of giving economic 
advice to other countries. 


1. Adjustments to Continuous Inflation 


From the beginning of the American occupation in 1945 to the pres- 
ent, the Korean people appear to have anticipated a very rapid rate 
of inflation. Although it is well known by Western economists that gen- 
eral anticipation of inflation will profoundly change the way in which 
a country’s money system operates, few American economists have had 
any acquaintance with a monetary system in which rapid inflation was 
anticipated. The strangeness of such a system has been the principal 
difficulty confronting American advisors in South Korea. 

It is not known exactly when during the second world war the 
Korean populace first began to anticipate some inflation. Immediately 
before and after the surrender of Japan in August 1945 the Japanese 
system of price controls collapsed and prices rose from 20 to 25 times.’ 
Following this change from suppressed to open inflation, most prices 
either remained stable or rose a little in the final quarter of 1945.’ 

*Colin I). Campbell is assistant professor of economics at Dartmouth College. He was 
with U. S. Military Government in Korea from Oct. 1954 to May 1946. Gordon Tul 
lock is engaged in research in Stanford, California. He was a U. S. Foreign Service Officer 
in South Korea from Sept. 1953 to Dec. 1954 

*A. I. Bloomfield and J. P. Jensen, Banking Reform in South Korea (Federal Reserve 
Bank of New York, March 1951), p. 27. 

* National Economic Board, H.Q., U. S. Army Military Government in Korea, Price 
Developments in South Korea (Seoul, Sept. 1947), p. 2. 
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Prices of major grain commodities actually fell, probably because the 
Koreans suddenly stopped exporting 40 per cent of their annual rice 
crop.’ In the first 9 months of 1946, however, the people apparently 
came to expect a much more rapid rate of inflation than previously. 
At this time there was a remarkable increase in the rate of velocity of 
money. Wholesale prices increased 666 per cent while the money supply 
rose only 58 per cent. A reaction then set in and the velocity declined 
so that the index of wholesale prices actually fell during the last 3 
months of the year in spite of a continued increase in the money sup- 
ply. Since 1946 changes in the rate of velocity have been small com- 
pared to the changes in that year. 

One result of the general expectation of rapid inflation was that the 
Korean people discarded the use of Korean money as a store of value. 
This was noted by Bloomfield and Jensen who were advisors to the 
Korean Ministry of Finance in 1950.‘ Most Koreans shifted from the 
use of Korean money as a store of value to the use of hoarded goods 
or dollar notes. This hoarding has been viewed with alarm by many 
Americans. They have thought that the purpose of the hoarding was 
to speculate.’ Actually, when inflation is anticipated, there are few 
alternatives to hoarding. Both persons and business firms must have 
some relatively liquid assets, and when prices are expected to rise, a 
depreciating money will no longer serve this purpose. 

Bloomfield and Jensen also noted the unusually high rates of interest 
in the free market. Interest rates in the open market have ranged from 
5 to 20 per cent per month. As Bloomfield and Jensen explained, this 
also was primarily the result of anticipated inflation. In determining 
rates of interest, borrowers and lenders were discounting the antici- 
pated rise in prices. Again, some Americans have not understood the 
reason for these high interest rates.” They have blamed the money 
lenders and have thought that the high interest rates were impediments 
to needed investment. 

Although Korean money was discarded as a store of value, it has 
been used during this entire period as a medium of exchange. The 
widely accepted belief that rapid inflation must eventually result in 
complete monetary collapse received careful formulation in the works 


*G.M. McCune, Korea Today (Cambridge, 1950), p. 119 

* Bloomfield and Jensen, of. cit., pp. 31-32. 

*For example, see United Nations, An Economic Programme for Korean Reconstruc- 
tion, prepared by R. R. Nathan Associates for the U.N. Korean Reconstruction Agency 
(Washington, March 1954), p. 10 

*For example, see the informative news article by W. L. Worden, “We Can’t Ignore 
Korea,” Sat. Eve. Post, Oct. 15, 1955, CCXXVIII, 182. See also J. P. Lewis, Reconstruc- 
tion and Development in South Korea (Washington, 1955), p. 27. 
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of such a distinguished economist as Cannan and is still held by many 
economists.’ In 1950 Bloomfield and Jensen wrote: “The basic eco- 
nomic problem that overshadows all others in South Korea today is to 
stop further inflation before it develops into a full-scale flight from the 
currency with inevitable monetary and financial collapse.’” 

Yet, after Bloomfield and Jensen made this prediction, even though 
inflation became much more rapid during the Korean war from 1950 
to 1953 and has continued up to the present, Koreans still have used 
their money as a means of payment. Western economists have prob- 
ably underestimated the usefulness of money as a medium of exchange 
in an inflationary economy. In spite of the greater theoretical interest 
in the speculative and precautionary motives for holding money, the 
principal function of money is to make transactions. In a period of 
inflation people will, of course, try to hold money for transactions for 
shorter periods of time. This has been true in South Korea. But, they 
may still find the depreciating money more desirable than barter as a 
means of exchange. There has been a remarkably small increase in 
barter trade in South Korea during this period. Effective price controls 
during suppressed inflation could undoubtedly make barter more at- 
tractive than the use of money, as was the case in Germany after the 
second world war. But, in South Korea there have been no effective 
general controls over prices since the Japanese controls broke down in 
1945. The Korean government has fixed the prices of aid goods, grains 
collected by the government, and numerous items produced by govern- 
ment enterprises, but the government itself sells these items for cash 
so there has been no chance for a shift to bartering for these items. 
Finally, government enforcement of the use of its money as a medium 
of exchange is an important factor keeping it in circulation. 

The Republic of Korea unsuccessfully attempted to stabilize prices 
by means of a monetary reform in February 1953. Because of the 
rapidity of the rise in prices, the advisability of a reform had been 
under consideration for several years. The old won currency was con- 
verted into a new currency called the “hwan”’ at a ratio of 100 won to 
1 hwan. People were required to surrender won notes and payment 
orders and to declare and register won bank deposits and other mone- 
tary obligations within nine days after the announcement. The initial 
exchange that was permitted was limited to 500 hwan per person, and 
a portion of the surrendered money was blocked for a period up to 
three years. Good reasons for thinking that the conversion would help 


"E. Cannan, “The Application of the Theoretical Apparatus of Supply and Demand to 
Units of Currency,” Econ. Jour., Dec. 1921, XXXI, 460-61; reprinted in American Eco- 
nomic Association, Readings in Monetary Theory (New York, 1951), p. 12 


* Bloomfield and Jensen, of cit., p 
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the inflationary situation are hard to find. Monetary conversions are 
usually recommended to prevent a sharp rise in prices when rationing 
and price controls are withdrawn, but in 1953 there was no need for 
reducing the monetary supply for this purpose. Between 1945 and 1954 
only a few articles were rationed—mostly commodities sold by the 
government in the cities. The reform could have been part of an over- 
all program to return to conditions of monetary stability, but there 
was no reason to believe that the government would be able to balance 
its budget and avoid an expansion of bank loans. The reform, however, 
did afford the police an opportunity to check on some cases of tax 
evasion. Also, although there was some redistribution of wealth held 
in the form of currency and deposits because large holdings were 
blocked, at this time most wealthy persons undoubtedly held the bulk 
of their assets in hoarded commodities or dollar notes. 

A common error among those who are unfamiliar with rapid inflation 
is the belief that inflation necessarily results in an excessive bulkiness 
of the money supply. When the currency conversion in 1953 was an- 
nounced, the New York Times reported that the Korean government 
believed that the new issue of currency would cut printing costs and 
eliminate “mountains of paper” in any major money transaction.’ Actu- 
ally, although the quantity of money increased almost 130 times from 
1945 to 1952, the number of paper notes in circulation only tripled.’’ 
In most countries, because the government is willing to exchange notes 
of different denominations at par with each other, the denominations 
outstanding—and thus the number of paper notes in circulation—de- 
pend primarily on what the public wants. This was apparently the 
situation in South Korea. To avoid problems of bulkiness, however, a 
government must occasionally issue larger denomination notes as infla- 
tion progresses. This was done in South Korea in 1950 when the new 
1,000 won note replaced the 100 won note as the largest note in circu- 
lation. Although the monetary reform initially reduced the number of 
paper notes outstanding by approximately 10 to 1, their number was 
almost restored in the two years after the reform. 

Koreans have also continued to use their money as a unit of account 
even though inflation has caused the money unit of account to have 
little meaning. They kept their bookkeeping accounts in terms of won 
prior to the monetary reform and then in terms of hwan. This con- 
tinued use of their money as a unit of account would be surprising 
except for their primitive accounting practices. During the Chinese 
inflation from 1937 to 1949, even though the Chinese used their cur- 

*“South Korea Acts to Bolster Forces,” N. Y. Times, Feb. 15, 1953, p. 3 


* The number of paper notes in circulation can be computed from data on note issue by 
denomination in the Mon. Stat. Rev. published by the Bank of Korea 
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Tasie I.—Tue of Money AND WHOLESALE Prices 1n SouTH Korea, 
1945-1954* 


Money Supply* | Index of Wholesale Prices in Seoul!’ 
End of - 
Year Percentage Annual Average Percentage 
Amount? 
Increase in 1947 = 100 Increas: 


1945 | 11,828 8 

1946 27,194 129 4 530 
1947 53,647 97 4 

1948 73,671 37 5.0 

1949 130,617 77 

1950 290 

1951 784, 806 170 

1952 1,564,117 

1953 3,489, 000 | 123 

1954 6,087 , 100 91 


| 


CO 


* Includes Bank of Korea notes held outside banking institutions, all private and com- 
mercial checking or other deposits in all banks, financial associations, and the Bank of Korea, 
and a small amount of treasury deposits from 1947 to 1953. These figures were revised in the 
Won. Stat. Rev., July 1955. The old figures are used here because new data for the factors 
affecting the money supply in Table II are not available and because the old and new figures 
differ very little in the percentage increase from the end of one year to the end of the next. 

» In Pusan from 1950 to 1952. 

* Prior to 1953 in millions of won. In 1953 and 1954 in 10,000 hwan. In February 1953 
won currency was converted into hwan at 100 to 1 hwan. 

4 Percentage increase from end of previous year. 

* Sources: A. I, Bloomfield and J. P. Jensen, Banking Reform in South Korea op. cit. 
p. 29; Bank of Korea, Mon. Stat. Rev., various issues, 1952-55. 


rency as a medium of exchange, they quickly resorted to several al- 
ternative units of account such as U. S. dollars, various commodity 
indexes, and 1937 prices.” 

An unusual characteristic of the Korean inflation is that from 1947 
to 1949 and from 1953 to 1954 the velocity of circulation apparently 
declined. As shown in Table I, in these years the percentage increase in 
the wholesale price index from the end of one year to the end of the next 
lagged behind the large expansion in the money supply."* It is widely 


"See the authors’ “Hyperinflation in China, 1937-49,” Jour. Pol. Econ., June 1954, 
LXII, 242-43 

"The lag in the rise in prices behind the increase in the money supply in 1953 is 
probably smaller than the wholesale price index in Table I shows. The small increase in 
wholesale prices in that year resulted from the drop in the index for grain which has a 
weight of 39 and is the largest component of the wholesale price index. In 1953 the whole 
sale index excluding grain rose 81 per cent. The variation in the components of the index 
resulted in a downward bias because there was no change in the weight given to grain even 
though the percentage of income spent for grain must have dropped sharply 

Another reason that the rise in prices following the Korean war was smaller than might 
be expected was the rapid economic recovery at this time. In 1953-54 the rice crop was 
larger than in the two previous years. Electric power generation and industrial and mining 
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accepted by Western economists that rapid inflations normally acceler- 
ate prior to their collapse, and in many cases this has been true.” 
Bloomfield and Jensen state that the decline in velocity in South Korea 
from 1947 to 1949 can be “accounted for only in terms of a failure on 
the part of the bulk of the population fully to grasp what was happen- 
ing to the purchasing power of their money, or of a belief that the rise 
in prices would soon come to an end.’’’* This explanation, however, 
seems incorrect since the continuance of high interest rates and the use 
of commodities as a store of value show that the populace did antici- 
pate inflation. These declines in the velocity of circulation may have 
resulted from the slowing up of the rate of increase in the money supply 
from 1946 to 1948 and from 1951 to 1954. Slowing up the rate of new 
issues would tend to reduce the rate of inflation and, by reducing the 
amount of depreciation over a given period, the cost of holding money. 
As people became accustomed to the new rate, this might have caused 
them to economize less in the use of money. Just the opposite situation 
may have occurred during the Korean war when the rate of expansion 
in the money supply was increasing, and prices rose more rapidly than 
the quantity of money. The receipt of larger and larger amounts of 
aid goods both before and after the Korean war probably contributed 
to the decline in the annual percentage increase in the money supply in 
these periods. United States government grants and credits to Korea, 
not including military grants, rose from $32 million up to the end of 
1946 to $134 million in 1948. They also rose from $118 million in 1951 
to $192 million in 1953.*° Although the annual amounts of these grants 
seem small to Americans, from the point of view of the Korean national 
income, they are important. 


production also increased significantly. After the armistice in July 1953 about 1,500,000 
persons —7 per cent of the population— moved back to Seoul, and many more persons 
returned to other evaculated areas. The reopening of these areas restored the market for 
housing and utilities for these persons, and for regular transportation facilities between 
these areas and the rest of the country. Many refugees had been uninterested in building 
up business facilities until the war ended and they were permanently located. 

“See League of Nations, Memorandum on Currency 1913-1923 (Geneva, 1924), pp. 16 
17, for numerous examples of accelerated inflation following the first world war. Two 
exceptions, however, are the inflations in Portugal and Greece from 1921 to 1923 

** Bloomfield and Jensen, op. cit., p. 33 

* U.S. Bureau of the Census, Statistical Abstract of the United States, 1954 (Washing 
ton, 1954), p. 902. In 1954 grants and credits for nonmilitary aid dropped temporarily to 
$123 million because a new program which was undertaken immediately after the Korean 
armistice by the Foreign Operations Administration did not expand until late in the year 
EK. S. Kerber, “Foreign Grants and Credits—U. S. Government, Fiscal 1954,” Surv. Curr 
Bus., Oct. 1954, XXXIV, 11. Military aid furnished under the mutual security program 
cannot be shown by country, but only by areas as designated in the authorizing legislation 
Military grants to Asia and the Pacific rose from $189 million in fiscal 1951 to $721 million 
in fiscal 1954; ibid., 20. 
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Il.—Mayor Factors AFFECTING THE SOUTH KOREAN MONEY SuPPLy 
1945-1954* 


(Prior to 1953 in millions of won; in 1953 and 1954 in 10,000 hwan.) 


Net 
Proceeds | 
Government | 


| 

= of Borrowing I Other 
ear upply of Aic Loans Factors 

of Korea” Goods 
1945 11,828 81 4,008 | 7,739 
1946 27,194 6,048 12,026 | 9,120 
1947 53,047 21,301 4,391 27,536 | 9,201 
1948 73,671 $7,234 O02 36,499 | 8,540 
1949 130,617 43,110 44,176 78,336 13,347 
1950 290 462 202 466 53,893 87,60) 54,190 
1951 784 , 806 202,023 197,911 307,017 | 473,677 
1952 1,564,117 132,614 -495 331 809 961 1,116,873 
1953 3,489, 600 1,721,900 783,500 2,066,900 484, 300 
1954 6,687 100 5,653,000 2,062,400 3,095, 500 1,000 


* See Table I. 

» Borrowings by the government minus government deposits, except for deposits represent 
ing proceeds from the sales of aid supplies 

© Prior to September 30, 1948, covers proceeds from Government and Relief in Occupied 
Areas supplies. Includes Economic Cooperation Admini‘: ition goods from October 1948, 
goods supplied under the Korean Civil Relief Program from March 1951, and goods financed 
by the Foreign Operations Administration and United Nations Korean Rehabilitation Ad 
ministration imports from January 1954. 

4 Includes loans by the Bank of Korea and other banks to private borrowers and govern- 
ment agencies. It includes loans by the Federation of Financial Associations and the financial 
associations, but excludes interbank loans (chiefly from the FFA to the FA’s) 

* Chiefly consists of the interbranch accounts of individua] banking institutions, uncleared 
checks and drafts and Bank of Korea purchases of foreign exchange. Beginning in 1950, also 
includes net UN Forces borrowings at the Bank of Korea less proceeds from the sales of govern 
ment foreign exchange holdings. The main source of government forcign exchange holdings 
is the repayment of advances to UN Forces. In 1951-52, UN borrowings far exceeded pro 
ceeds from the sales of foreign exchange because of the delay by the UN in making these 
payments, 

* Sources: Bank of Korea, Won. Stat. Rev., various issues, 1953-55. 


Il. Nonbudgetary Sources of Revenue 

Lack of knowledge of Korean fiscal institutions has been another 
obstacle to giving useful advice. A specific example of a policy that was 
based on a misunderstanding of their fiscal institutions is the proposal 
to raise the prices of foreign-aid goods. It was believed by officials of 
the United Nations and by many others that this would contribute 
significantly toward economic stability. Although Table II shows that 
beginning in 1947 sales of aid goods have yielded significant amounts 
of revenue even though they have been priced far below market levels, 
they would have yielded much higher revenues if their prices had been 
raised. The Combined Economic Board Agreement between the United 
Nations and the Republic of Korea which was signed December 14, 
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1953, provided that “Aid goods from all sources which are offered for 
sale in Korea shall be sold at prices approximating those of similar 
items in the free market. . . .””’* In spite of this agreement the Republic 
of Korea has not raised prices of aid goods. Although selling them at 
higher prices would appear to help balance the budget, actually because 
of the peculiar fiscal system in South Korea the government has been 
getting full value for aid goods even though it has not charged the hih- 
est prices it could get for them. This is because most governmentati 
agencies and other organizations receiving aid goods have been resell- 
ing part of them at a profit in order to supplement their money receipts 
from the budget. These profits are used to finance their regular activi- 
ties. If low-priced aid goods were not available, these governmental 
agencies would require larger budget allocations to maintain the same 
activities. The larger revenues that the central government would re- 
ceive from selling aid goods at higher prices would merely offset larger 
expenditures, and the budget would come no closer to being balanced. 
In addition, some organizations have been able to sell their services 
cheaper because the receipt of aid goods at low prices has reduced their 
cost of production, but the government would not necessarily decide 
to stop subsidizing the activities of these organizations. 

The distribution of gasoline, which is one of the most important aid 
products, is a good example of the way in which the Korean govern- 
ment distributes aid goods. Gasoline is imported and sold wholesale by 
an organization that represents a group of American oil companies, 
but is controlled almost completely by the Korean government. The 
bulk of the gasoline goes to government bureaus, the army, and various 
companies that the government wishes to favor. The organizations use 
some of the gasoline themselves and sell the remainder at market 
prices. The profits from the sales of gasoline provide operating funds 
that do not appear in the budget. Through this means the government 
also subsidizes users of various services such as low-priced bus trans- 
portation. 

The distribution of fertilizer, which is another important aid prod- 
uct, has frequently been criticized by Americans. A reporter recently 
wrote that fertilizer sales in 1954 produced only 3 billion hwan instead 
of 40 billion hwan because the government fixed the price of fertilizer 
with little regard to economic realities in order to make itself popular 
with farmers. Actually, only a part of this difference represents a sub- 
sidy to farmers. Although the Korean Federation of Financial Asso- 
ciations which distributes fertilizer officially charges farmers prices 

“U.S. Committee on Government Operations, 83rd Cong., 2nd Sess, Relief and Reha- 
bilitation in Korea, House Rept. No. 2574, Union Calendar No. 882 (Washington, 1954), 
p. 70. 
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for fertilizer not far above those paid for it, farmers usually must make 
additional payments in order to insure the prompt. delivery of their 
fertilizer. The Financial Associations are a major source of funds for 
local government expenditures, and they also use the profits of their 
fertilizer business to finance some of their business activities that oper- 
ate at a loss. Although Westerners should not be surprised to discover 
that countries in the Far East also have agricultural subsidies, the 
same reporter severely criticizes the Republic of Korea for “outright 
theft, for political purposes, of most of the fertilizer money.””’ 

Another United Nations proposal that was based on a misunder- 
standing of the Korean fiscal system was the suggestion to lessen infla- 
tionary pressures by curtailing the expansion of bank loans. The Com- 
bined Economic Board Agreement of December 14, 1953, requires that 
the Republic of Korea set a limit on the annual expansion of credit 
granted by the Bank of Korea and the commercial banks.’* Although 
Table II shows that from 1945 to 1954 the expansion of bank loans 
accounted for approximately one-third of the expansion in the money 
supply, it is necessary to examine the nature of these loans before 
knowing whether curtailing them would actually reduce inflationary 
pressures. If bank loans in Korea were granted for investment in plant 
and equipment, the United Nations proposal to set a limit on the 
annual expansion of bank credit would undoubtedly help check the 
rise in prices. But in South Korea the bulk of the bank loans are used 
to make up losses incurred by government and other important enter- 
prises that sell their goods and services at prices less than cost. Recently 
a Seoul newspaper frankly announced that the Bank of Korea had fixed 
at 13.5 billion hwan the funds to be supplied financial institutions for 
the second quarter of the fiscal year.’’ It is a general policy in South 
Korea for the government to subsidize the consumers of many goods 
and services through its lending program. As long as the Republic of 
Korea maintains these subsidies, if bank loans were not available, the 
government would be forced to find some other source of revenue such 
as budgetary allocations. Politically, eliminating subsidies by setting 
prices that cover costs of production would probably be impossible. Not 
only would Koreans oppose paying higher prices for subsidized goods 
and services, but political leaders would probably not be able to explain 
to the Korean populace how inflation could be prevented by raising the 
prices of many important goods and services. 

Westerners frequently have not realized that Korean banks are sig- 
nificantly different from commercial banks in the United States. In 


" Worden, op. cit., 181 
“U.S. Committee on Government Operations, of. cit., p. 69. 
* Seoul Shinmun, Oct. 4, 1955. 
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Korea the principal function of these banks is to provide revenue for the 
government. The Taehan Coal Company, for example, covers its yearly 
deficits by obtaining “loans” from various banks. Normally, these 
“loans” involve issues of new money, but on those rare occasions when 
the banking system has funds available to make real loans, they are 
treated in the same way. Needless to say, the Taehan Coal Company 
would be badly shocked if anyone suggested that it repay its “loans.” 
Although Korean banks charge interest, and official rates of interest in 
Korea seem normal to Westerners, considering inflation, they “lend”’ 
money at substantially negative rates of interest. Money shops called 
Kye, rather than the big government banks, are the equivalent of 
Western commercial banks as far as loans are concerned. These money 
shops are illegal, although not strenuously suppressed. They pay de- 
positor members 15 to 20 per cent interest per month and charge their 
borrowing members comparable rates. They are an important source 
of capital for investment in Korea today and have provided the re- 
sources for the rapid recovery of retail trade since the Korean war. In 
one respect the big banks are similar to commercial banks in the United 
States. They perform the service of transferring funds via check, which 
is important to the government and the larger industries because of the 
hazard of carrying large amounts of currency. 

Both of the major nonbudgetary sources of revenue in South Korea 
bank loans at negative rates of interest and receipts from the resale of 
aid goods—-are extremely cumbersome, and cause great confusion in 
the statistics on government finance. These nonbudgetary revenues, 
however, may be transferred from one organization to another as need 
requires. The government may determine the allocation of additional 
funds by deciding which enterprises are to be permitted to buy aid goods 
at less than market prices. Also, further subsidies may be granted in 
the form of bank loans at low interest rates to the various government 
organizations. 

It is occasionally claimed that some civil servants become rich from 
the unofficial income attached to their positions while others are forced 
to neglect their official duties by accepting outside employment. 
Actually, a well-organized government bureau in Korea will have regu- 
lar procedures whereby those members of the staff who can obtain funds 
from nonbudgetary sources transmit their take to other members of the 
staff performing essential services which do not bring in large amounts 
of extra income. From the Korean point of view, an advantage of using 
nonbudgetary funds is that Korean officials can politely agree with their 
foreign advisors when changes in spending are suggested, but can de- 
prive organizations of nonbudgetary sources of revenue necessary for 
their effective operation. 
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Most Westerners have not realized that the Korean policies of pricing 
consumer goods and services below market levels and using bank loans 
and aid goods as sources of government revenue are important to the 
political stability of the Republic of Korea. Eliminating these policies 
would abolish important sources of political power. By requiring im- 
portant enterprises to provide services to the public at less than cost, 
the central government can keep the lower echelons of government in 
line through its control over their sources of funds. Such a pricing 
policy also makes the government appear as a benefactor of the public. 
Although the Republic of Korea is frequently criticized for the way it 
has used its economic powers, some method of minimizing social ten- 
sions and maintaining a stable government is undoubtedly desirable. 
If the Republic of Korea were deprived of these economic powers, it 
might be forced to resort to less acceptable means of control. It should 
be added that although the government of South Korea is not a de- 
mocracy in the sense in which this form of government is understood in 
the United States, the Korean assembly is not controlled by President 
Rhee. The assembly often passes laws that are not approved by him, 
and there are frequent examples of compromise and agreement between 
the executive and the legislature. 


Ill. The Ideological Environment 


A major increase in the productivity of the Korean economy would, 
of course, solve most of its fiscal problems. Many Westerners have 
suggested that the productivity of the Korean economy could be im- 
proved by transferring public enterprises to private ownership and 
management. This suggestion is also based on a lack of understanding 
of Korean attitudes and institutions. As a result of its vesting of all 
Japanese property in South Korea, the Republic of Korea owns practi- 
cally all industrial enterprises of any size and a large amount of resi- 
dential real estate. However, even if the Republic of Korea sold large 
amounts of this property, it probably would not cease granting the new 
owners bank loans at negative real rates of interest, allocating low- 
priced aid goods to them, or setting the prices of their services or prod- 
ucts below market levels. The small amount of property already sold 
appears to have been purchased by supporters of the present govern- 
ment, and the funds with which to buy them have been obtained from 
bank loans. Koreans do not distinguish sharply between government 
and nongovernment, and in so far as such a distinction is drawn, it is 
largely a matter of size. To Koreans, the government should not be 
concerned with small matters, but anything that is large, whether it is a 
business, a sports organization, or a church, is a legitimate concern of 
the government. It is traditional in the Far East for the government to 
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operate or closely control all significant economic activity. Also from 
the time the Westernization of oriental societies was begun, almost all 
Asiatic intellectuals have been devoted to socialism. They have typi- 
cally believed that Marxism was the ‘“‘most advanced”’ economic theory 
of the West. 

When the land reform bonds were issued in payment for lands that 
were taken from Korean landowners, it was suggested that the holders 
of these bonds be permitted to use them to buy former Japanese plants. 
However, this policy will probably not be followed generally because 
bondholders are frequently members of the opposition. Also, because 
of their intense nationalistic feelings, Korean leaders would never per- 
mit foreigners to purchase this property. 

Another obstacle to establishing free private enterprise in South 
Korea is that the necessary legal conditions do not exist. Although there 
is a code of laws, a Korean lawsuit is not even in theory an effort to 
establish an impersonal concept of justice, but an effort to find an ac- 
ceptable compromise between the parties. Viewed from the standpoint 
of limiting social tensions, there is much to be said for the Korean 
system. Economically, however, it has the unfortunate result that no 
contract is really binding and a further element of risk is added to all 
business operations. Under present conditions wealthy Koreans would 


not want to purchase large enterprises except at extremely low prices. 
Funds invested in a large plant are simply exposed to the exactions of 
the bureaucracy. 


IV. Fiscal Inadequacy 


Western advice was probably not needed to inform the Koreans that 
the way to prevent inflation was to balance their revenues and expendi- 
tures so as to avoid expanding the quantity of money. However, some 
of their difficult fiscal problems should be mentioned. Even though 
taxes have been far from adequate, they have taken a large part of the 
national income. Per capita income is less than $100 per annum, of 
which the government either for domestic investment or government 
expenditures takes almost one-third.*’ Raising tax rates also has a 
serious disadvantage. Although most South Koreans are hostile to the 
Communist government in North Korea, their hostility is not based on 
Western ideas of freedom and democracy, but, among other things, on 
the fact that taxes are considerably lower and most consumer goods 
are cheaper in South Korea. 

On the expenditure side, although a large part of the cost of main- 
taining the armed forces is borne by the United States, the remainder is 
still a heavy burden. Koreans usually claim that military expenditures 
are too small, and because of the present precarious situation of South 


* See United Nations, of. cit., p. 41 
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Korea Westerners cannot argue with any degree of assurance that they 
are wrong. Eventually the Republic of Korea might be able to reduce 
its expenditures on defense without undermining its security by de- 
veloping an active military reserve on the Swiss model, but this would 
have little effect on their fiscal problems in the next few years. Most 
civilian agencies appear to be heavily overmanned, and many subsidies 
seem unnecessary. Politically, however, reducing these expenditures 
would be very unpopular. 

As in many other countries that have recently obtained their national 
independence, there are in South Korea great pressures to expand ex- 
penditures for developmental projects. The United Nations has partici- 
pated in the formation of ambitious developmental programs in spite of 
the fact that such programs would undoubtedly stimulate further in- 
flation. A recent five-year program prepared by the UN for South 
Korea provides that total investment increase from $198 million in 
1953-54 to $468 million in 1955-56 and then decline to $300 million in 
1958-59, when self-sufficiency is expected to be achieved.” It also pro- 
vides for a 37 per cent increase in nonmilitary government expenditures 
from 1953-54 to 1958-59. 

Another pressure tending to expand government expenditures, which 
is unfamiliar to most Westerners, is the need to raise the salaries of 
government employees so as to make it unnecessary for civil servants to 
rely on bribes or solicited contributions as a source of income. In recent 
years the government has raised the pay of civil servants; however, 
the services of bureaucrats are still usually unobtainable without 
countenancing acceptance of some kind of contributions, and the 
armed forces and police solicit contributions by force. Although such 
contributions would be considered immoral in most Western countries, 
in Korea they are usually accepted without any feeling of impropriety. 
These contributions create an unfavorable environment for business by 
subjecting it, if successful, to heavy exactions from bureaucrats. They 
cause private enterprise to be directed to activities that do not attract 
attention and cannot easily be expropriated. Such contributions are also 
slightly inflationary because borrowers must usually make additional 
bank loans to cover their cost. 

The Republic of Korea has attempted to sell government bonds to 
the public since 1950, but it probably can not reduce inflationary pres- 
sures significantly in this way. Because free market rates of interest 
have varied from 60 to 240 per cent per year, private investors will not 
voluntarily purchase five-year 5 per cent National Bonds. About two- 
thirds of these securities have been sold to the Bank of Korea and other 
government banks and appear to be no more than a means of credit 
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creation through the banking system. The rest of the bonds have been 
sold to private owners (including government enterprises which in some 
cases probably have to borrow to buy the bonds) primarily by some 
type of compulsory allotment. It is curious that compulsory sales of gov- 
ernment bonds have been used to narrow the gap between low official 
exchange rates and the much higher black market rates for foreign ex- 
change. Persons buying foreign exchange at the low official rates—in- 
cluding Korean students who come to the United States—are compelled 
to purchase a certain amount of bonds. Out of bonds worth 3,300 million 
hwan issued in 1954, 1,475 million hwan were sold chiefly by tying 
them in with sales of foreign exchange.** The amount of bond purchases 
required has varied, but the total amount of bonds plus the official rate 
paid for exchange tends to approach the various black market rates. 
Because of the rapidity of inflation, the bonds soon lose almost all 
value. 
V. Conclusions 


There are no easy solutions to the problem of inflation in South 
Korea. Although numerous efforts have been made to end inflation, 
price stability has not been achieved. Something could be done if it were 
possible to change their legal institutions and their traditional concep- 
tions of the proper relationship between government and both persons 


and business firms. This would take time and undoubtedly would re 
quire establishing much more Western control than exists at present. 
Such a program is out of the question because of the intense national- 
istic feelings in South Korea and probably also because it would conflict 
with conceptions in the West of their relationship with other countries 
of the world. This study does suggest that Western advisors might be 
more useful if they accepted inflation as inevitable, at least for the 
present, and attempted to make the inflationary monetary system in 
South Korea work as well as possible. For example, in order to im 
prove business and government accounting, a significant contribution 
could be made by discarding Korean money as a unit of account and 
developing an alternative unit of account as was done in China from 
1937 to 1949. Also, the social cost of using hoarded goods as stores 
of value could be reduced if it were possible to provide a sufficient 
quantity of an alternative store of value such as foreign currency or 
“precious metals.” Finally, careful attention should be given to the 
rate of increase in the money supply. If acceleration can be avoided, 
the system may prove sufficiently stable. In this respect, the economic 
aid program of the United States, in addition to its other benefits, has 
probably contributed much toward the achievement of a workable 
monetary system in South Korea. 


* Bank of Korea, Mon. Stat. Rev., Jan. 1955, No. 74, p. 48 
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SOCIALIST THOUGHT IN GREAT BRITAIN 
A Review Article 


By Paut T. HoMANn* 


After the electoral defeat of the British Labour Party in 1951, the socialist 
intellectuals of the party began a process of what they called “rethinking 
Socialism.” The problem was sharply stated by Kingsley Martin: “If there is 
something like an intellectual crisis in the Labour Party now, and if the Party 
had no positive policy for the 1951 election, that was largely because the 
leaders of both the Parliamentary Party and the trade union movement did 
not know where they were going after they had once established the principles 
of the Welfare State... .” (p. 1)' The reassessment during recent years has 
been partly by individuals, partly organized on a group basis, especially by 
the group which calls itself Socialist Union and issues the monthly journal! 
Socialist Commentary. One outcome has been a spate of pamphlets and, dur- 
ing the past year, two outstanding books by C. A. R. Crosland and John 
Strachey. The purpose of the present article is to review a select list of these 
documents and to set down a few reflections based on them.* 

The occasion for this reassessment arose out of the very success of the 
Labour Party program during the party’s period in office. It had nationalized 
all the industries it had set out to nationalize (coal, electricity, gas, the trans- 
port industries, steel and The Bank of England); it had reenforced the posi- 
tion of the trade unions and tied their activities into national political objec- 
tives; it had initiated a large housing program; it had established a system of 
social welfare service as comprehensive and costly as the British economy 


* The author is professor of economics in the University of California, Los Angeles, cur 
rently on leave of absence in England 

* See next footnote 

*The documents to which direct reference will be made are as follows: C. A. R. Cros 
land: The Future of Socialism (London: Jonathan Cape. 1956. New York: Macmillan. 1957 
Pp. 540); John Strachey: Contemporary Capitalism (London: Victor Gollancz. New 
York: Random, 1956. Pp. viii, 302); Socialist Union: Twentieth Century Socialism 
The Economy of Tomorrow (London: Penguin Books. 1956. Pp. 152); Kingsley Martin: 
“Is This Socialism?” Fabian Tract No. 291 (London: Fabian Society. 1951. Pp. 20); 
G. D. H. Cole: World Socialism Restated. New Statesman pamphlet. (London: Fabian 
Society. 1956. Pp. 48); Hugh Gaitskill: Recent Developments in British Socialist Think- 
ing (London: Co-operative Union. 1956. Pp. 42); idem: Socialism and Nationalization. 
Fabian Tract No. 300 (London: Fabian Society. 1956. Pp. 36); R.HS. Crossman: Social- 
ism and the New Despotism, Fabian Tract No. 298 (London: Fabian Society. 1956. Pp. 24). 

The writer is indebted to the New Statesman and Nation of London for permission to 
incorporate a few passages from an article, “What is British Socialism?” published in the 
issue of February 23, 1957. 
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could reasonably support; it had initiated a full employment policy based 
on financial controls; and through tax measures it had scaled sharply down- 
ward the personal income derived from property and high salaries. The Wel- 
fare State, as it came to be called, was a monumental accomplishment for a 
five-year tenure of power. It put into effect what Kingsley Martin called “a 
new list of Rights of Man,” and he predicted that “No constitutional govern- 
ment in the future will dare directly withdraw these rights.” This prediction 
is borne out by the ensuing behavior of the Conservative government, which 
with only slight modifications carried forward the social program. 

The new question is whether the Welfare State and reformist measures, 
built on a private enterprise base, are all that is wanted; or whether social- 
ism in the traditional sense is to be sought through progressive enlargement 
of the nationalized area. The intellectuals of the British left are deeply 
divided on the correct answer to this question. But there is little evidence that 
the Labour Party intends to move towards socialization of the means of 
production. 

On the other hand, thinkers of the left are proposing rather far-reaching 
innovations in the way of social and economic change, and are still calling 
themselves socialists. In reviewing the recent writing within this field, I am 
left with three strong impressions: first, that the persistence of ideological 
stereotypes of capitalism and socialism muddies the discussion of ends and 
means-—assuming that the ends in view are something definable in terms of 
public policies and potentially attainable in the calculable future; second, that 
the older socialists are frustrated in the attempt to formulate programs which 
give any considerable scope to their traditional socialist principles; and third, 
that action programs are tending to take a reformist turn which can be called 
socialist in principle only if the term takes on a much diluted and extended 
meaning. 

I. 


The really impressive item in the programmatic literature is Crosland’s The 
Future of Socialism. Mr. Crosland, a former member of the economics faculty 
at Oxford and former member of Parliament, engages in economic analysis 
marked by a high degree of competency. His critical thought is uncluttered 
by traditional socialist clichés, and his thought on policy by old political com- 
mitments. His purpose is at bottom to crystallize a working program for a 
party of the left comprising three qualities: expediency in the sense of pro- 
moting economic progress, morality in the sense of promoting social justice, 
and practicability in the sense of winning elections. In carrying out the task, 
he avoids three common defects of much socialist thinking; emotionally over- 
wrought criticism of capitalism, the Utopian fallacy, and Marxist dogma. 
He takes a fresh new look at contemporary problems and possible solutions. 

Crosland arranges his exposition under five headings: the transformation of 
capitalism, the aims of socialism, the promotion of welfare, the search for 
equality, and economic growth and efficiency. The broad pattern of his think- 
ing may be stated somewhat as follows: the British reforms of the past two 
decades have been so far-reaching that the appellation “capitalism” is hardly 
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applicable in the sense in which it was applicable for the preceding century. 
The resulting subordination of private industry to social purposes and social 
control has brought into effect much of what the older socialists sought: the 
end of primary poverty, full employment, stability of livelihood, and greater 
equality of both personal and real income distribution through the social serv- 
ices. On the economic front, further rise in the standard of living depends upon 
increasing productivity. There is no prima-facie case that this will be pro- 
moted by much extension of nationalization. As a basic industry, laggard in 
development and monopolistically controlled, steel should be renationalized; 
but there are few other good candidates for this treatment. In general, the 
proper role of the state can be defined by operating pragmatically without too 
much regard to older socialist doctrine. In the context of rising income, 
greater economic equality can be achieved by a variety of means—through 
higher wages, extension of social services, taxation, dividend limitation, death 
duties, capture of capital gains and so on. Where capital investment and tech- 
nical innovation lag, government can intervene to force the pace, as it can also 
to minimize the effects of private monopoly. 

Looking over this statement of directions for economic policy, an American 
lair Dealer might find them on the whole both familiar and acceptable. This 
effect is, however, somewhat illusory, since Crosland is more of a “‘statist” 


than one would normally find in American policy-making circles. He finds 
more probable occasions for state intervention and a higher degree of neces- 
sary state control than would appear in any programmatic statement in the 


United States. 

In any case, these precepts of economic action, while essential, do not provide 
the central focus to Crosland’s agenda. To him, “socialism is about equality,” 
but the greatest barrier to the kind of equality which should exist in a just 
world is social inequality. The peculiar British class basis of educational op- 
portunity greatly restricts the field of “careers open to talent,” poisons all 
social relations and exacerbates social resentments. The breaking down of 
class barriers therefore appears to Crosland as the first priority of social 
policy, and this cannot be directly accomplished by economic reforms, but 
only by a thorough-going revision of the educational system. Within the con- 
text of this reform, the approach to practicable degrees of economic equality, 
consistent with efficiency and growth, would be so much the easier. 

From the economist’s viewpoint, no doubt the most interesting point in 
Crosland’s analysis is his treatment of the reasons for abjuring extensive na- 
tionalization. On this point he is detailed, pointed and persuasive. Part of 
the reason is the unsatisfactory performance of the industries already nation- 
alized. The bill of particulars is extensive, including the administrative diffi- 
culties of monolithic monopolies, the failure to attract the best administrative 
talent, and so on. As an economist, Crosland lays special emphasis on their 
failure to contribute to the essential process of capital accumulation, compar- 
ing them unfavorably with private industry on this point. Their price policy 
has been a cost-covering one only. 

This leads to a broader conjecture whether the democratic pressures on na- 
tionalized industries will not normally be toward low prices and high wages at 
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the expense of business saving. From this, he presses on to analysis of reason- 
able expectations concerning progressiveness, flexibility, foreign trade, labor 
relations, wage levels, managerial structure, and so on. He finds no reason 
to suppose that nationalization, as a general rule, will either improve economic 
performance or contribute materially to a scheme of social relations conform- 
ing to the ideals of socialism. Given the powers of the state backed by a proper 
attitude toward their use, he finds the specific matter of ownership highly 
irrelevant. In developing this theme he provides a cogent refutation of 
Marxist thinking, as well as a deadly account of the Russian outcome. 

Since social ownership of the means of production is usually considered 
the benchmark of socialism, one begins to wonder how Crosland, repudiat- 
ing this approach, can call his book, The Future of Socialism. A better title 
would have been /x Place of Socialism. One might attribute his title to the 
time-honored practice of retaining “good words” with emotive power while 
their meanings turn sharp corners—like “democracy” in the contemporary 
dictatorships. But there is no chicanery in Crosland. The semantic point does 
not bother him, since he is writing to persuade people who call themselves 
socialists, and who entertain certain ideals which they have heretofore thought 
could best be attained through particular institutional forms. To him the 
heart of the matter is in the ideals and not in the means. The economic role 
of government is large, its responsibility for promoting stability and growth 
is overriding, and its concern for just relations fundamental. These conditions 
place no taboo upon using private enterprise to the extent of its useful eco- 
nomic function consistent with pursuit of those ideals. The lines of policy 
already firmly embedded in British practice are described by Crosland as 
follows: “. . . it constitutes a major victory for the Left . . . that the major- 
ity of Conservatives today would probably concede the right, indeed the 
duty, of the state to hold itself responsible for (1) the level of employment, 
(2) the protection of the foreign balance by methods other than deflation, 
(3) the level of investment and the rate of growth, (4) the maintenance of a 
welfare minimum, and (5) the conditions under which monopolies should be 
allowed to operate” (p. 499). 

The benchmarks of a Labour Party economic program are stated in the 
following terms: “The main objectives of planning . . . are then a steadily 
rising level of investment, and a sufficient volume of savings and risk-capital 
to match it; a volume of home demand which does not pre-empt goods away 
from export; a situation in the labour market which does not give rise to a 
wage-price spiral; and an increase in the proportion of the national income 
devoted to social expenditure—all these to be achieved against a background 
of growing social equality” (p. 502). 

The little book issued by Socialist Union, Twentieth Century Socialism, 
represents a point of view substantially similar to that of Crosland. It con- 
tains little economic analysis and is concerned mainly with three objectives: 
first, to persuade people of the continuing necessity for active campaigning 
for the ideals of socialism; second, to restate those ideals; third, to indicate 
certain basic approaches to their attainment. The emphasis throughout is upon 
harnessing the economic apparatus to the attainment of human values. “ 
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how to bring economic power under social control . . . has always been at the 
root of socialist thought . . . what socialists have sought is a system, an 
organization of the economy, based on principles which would ensure that eco- 
nomic power was made to serve social ends” (pp. 119-20). 

The principles of institutional organization are stated in undogmatic terms, 

. socialist planning aims at achieving economic security, fair shares and 
an expanding economy” (p. 134). The principles to be followed are three: 
the balance of power, strategic participation, and social accountability. The 
balance of power principle is based upon presumptions not greatly different 
from those of J. K. Galbraith’s “countervailing power.” Business, labor and 
consumer interests will organize to exercise power, and government will inter- 
vene to establish an appropriate balance between these conflicting private 
interests. 

The principle of strategic participation requires the government to take 
possession of economic power, not by wholesale nationalization but by inter- 
vention at strategic points. Fiscal control through the budget is the most im- 
portant instrument of planning, especially in pursuit of stability and full 
employment. Equality can be promoted by taxation and by acquiring equity 
shares and a portion of other accumulations of property. Direct investment 
may be required in some key industries, either by full nationalization or by 
operation of individual publicly owned competitive firms. The principle of 
public accountability is to be enforced by a variety of measures and sanctions 
for the protection of consumers and for elevating the status of workers in their 
productive environment. As will be seen from this catalogue, the thinking of 
Socialist Union runs along strongly reformist and interventionist lines, but 
stops far short of ‘‘socialism” in any of its traditional meanings. 

Special interest attaches to the thinking of Mr. Gaitskill, the present head 
of the Labour Party. Gaitskill is an economist, an intellectual and a politician. 
These different roles necessarily create a certain ambivalence in his approach 
to problems of policy. At the same time, the combination of roles places 
his discussion of issues on a higher plane than would normally be expected 
of a political leader. As an economist he has a perfectly clear understanding 
of what economic reforms can be accomplished under a private enterprise sys- 
tem and the limitations to Utopian hopes under socialism. As an intellectual, 
the issues are very clearly sorted out in his mind. As a political philosopher, he 
has a deep respect for individual freedom and devotion to democratic proc- 
esses. As a political leader, he has to hold the reins over an unruly team of 
persons with diverse interests and aspirations, and to promulgate lines of 
policy designed to win elections. As a socialist, he is the least dogmatic of men, 
willing to proceed pragmatically toward such goals of economic stability, 
justice and equality as are reasonably to be hoped for in the calculable future 
under democratic processes, 

A British political leader in Gaitskill’s position has to make his peace 
with the hard core of trade-union influences in the Labour Party. While 
many leaders and members of unions are no doubt socialists in principle, the 
basic unionist urge is toward some benefit in the here and now, not in some 
future socialist state. Consequently, any political leader, whatever his princi- 
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ples, is heavily committed to reformist policies consistent with the existing 
private enterprise basis of industrial life. This leaves a good deal of open 
territory for argument and maneuver, according to whether one thinks of 
reform as the goal or as a way station to some future socialist state. The 
difference of goals in view creates deep cleavages in the Labour Party, making 
it difficult to construct a platform on which to base its next electoral appeal. 
In this context, Gaitskill appears to lean to the reformist rather than the 
“subversive” side, placing him “at the right of the left.”’ 

The broad outlines of his philosophical position are best stated in his 
pamphlet on Recent Developments in British Socialist Thinking. The acid test 
of British socialists is, however, their attitude toward further socialization of 
the means of production. Gaitskill faces this problem in Socialism and Na- 
tionalization and I shall limit my attention to that pamphlet. He states so- 
cialist ideals as follows: “In short, the society we wish to create is one in 
which there are no social classes, equal opportunity in the sense described 
above [‘for the pursuit of happiness, however people decide they can best 
achieve this’|, a high degree of economic equality, full employment, rapidly 
rising productivity, democracy in industry and a general spirit of co-operation 
between its members.” He approaches the subject of nationalization prag- 
matically, as a possible means, to be judged on its merits, toward the attain- 
ment of these ends. The traditional linking of public ownership with the ideals 
of socialism was based on its supposed necessity because: (1) the existence 
of unearned income is wrong; (2) capitalism inevitably engenders unemploy- 
ment, economic insecurity and waste; (3) private possession of capital inevi- 
tably confers undue power; (4) economic competition is fundamentally un- 
ethical and unchristian, and prevents a real spirit of cooperation. Gaitskill pro- 
ceeds to reexamine this traditional! linkage. 

On the first point he finds that, when compensation is paid to prior owners 
of nationalized industries, the redistributive effect is much diluted and that 
other methods are available which have a very considerable equalizing effect. 
On the second point, if full-employment policies are capable of successful 
application to a capitalist economy, the advantage of public ownership on 
this point disappears. He withholds judgment as to the probable degree of 
such success. On the third point, he finds that the earlier irresponsible power 
of capitalist enterprise has been much limited by trade-union and state action. 
While, as experience shows, nationalization in some degrees breaks up or 
diffuses power, it creates a new problem. As he says, “I doubt if there is any 
escape from the dilemma that the more independent the boards [of national- 
ized industries] are allowed to be, the more they will exercise power without 
responsibility, and the less independent they become, the greater the risk of 
( jover-centralisation and lack of enterprise” (p.14). On the fourth point, the 
ethics of competition, he is noncommittal. Across the board, the general im- 
pression created is that Gaitskill regards the whole question of industrial or- 
ganization to be open to reexamination, free of older socialist dogma. 

Upon reviewing experience with the nationalized industries, he finds real 
accomplishments and is not “disillusioned.” At the same time, serious prob- 
lems have shown up. These very largely stem from large-scale management. 
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The deadening effect of monopolistic centralism imposed upon these industries 
may yield to administrative improvement. But Gaitskill clearly has no con- 
viction that the structure should be imposed upon others. A case-by-case, 
one-at-a-time approach is suggested without prior assumption that the cir- 
cumstances will be found favorable to nationalization. He ends by drawing a 
distinction between nationalization and public ownership. He inclines to the 
idea that the state should gradually acquire equity shares in privately owned 
enterprises. “The state may become the owner of industrial, commercial or 
agricultural property without necessarily exercising detailed control even over 
an individual firm—much less a whole industry” (p.35). Such assets— 
acquired from death duties, budget surpluses, and conceivably a capital levy— 
could be held by public investment trusts. To the extent of such investments, 
what is now private property income would become public income, and capital 
gains would accrue to the public, serving the objective of greater equality. 
“How far they [the investment trusts] would exercise control over the com- 
panies in which they held shares is not a matter on which it would be wise to 
be dogmatic now” (p. 35). Other possible forms of mixed ownership and con- 
trol are envisaged as possibilities, especially where risks are too great for 
private enterprise alone or it is laggard in undertaking essential lines of 
production. The whole approach represents a thoroughly “statist” or inter- 
ventionist viewpoint. But it parts company with traditional stereotypes of 
what a socialist economy would be like. 

We now come to Mr. Crossman—journalist, member of Parliament, and 
long an influential force in party councils, especially on international political 
affairs. His pamphlet, Socialism and the New Despotism, is more narrowly 
focused than any of the writings referred to above. He is concerned specifically 
with the concentration of economic power. What he has to say illustrates the 
truly difficult situation of those ageing socialist politicians who try at once to 
be faithful to their socialist principles and to engage in program-making for 
the Labour Party. 

Crossman has adopted as applicable to Great Britain J. K. Galbraith’s 
stereotype for American industry under the name of “oligopoly’’—-a con- 
venient and rather more realistic successor to “monopoly capitalism.” He re- 
jects Galbraith’s favorable judgment of performance under American condi- 
tions--finding private power too concentrated, distributive injustice too pro- 
nounced and competitive safeguards too weak. Therefore the industrial oli- 
gopolies must be socialized. The case having been made, Crossman then goes 
programmatic-with astonishing results. He places three fields on the action 
agenda: municipal housing and nationalized transport and insurance-—in other 
words, fields to which the discussion of industrial oligopoly is totally irrele- 
vant. His excuse for this delimitation is that “Neither the workers in industry 
nor the voters are well acquainted with the serious Socialist case for public 
ownership.” It is “prudent, therefore, to select industries where even the non- 
Socialist can be convinced that it is desirable” (p. 13). 

Nationalization alone still would not quiet Crossman’s anxieties about 
power. He distrusts concentrated economic power wherever found—on the 
boards of nationalized industries, in the state bureaucracy, in the trade unions. 
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The Coal Board, for example, has powers greater than those of private indus- 
trial groups, and they are little linked to the broad objectives of a socialist 
program, while “the state bureaucracy itself is one of those concentrations of 
power which threaten our freedom” (p. 12). To Crossman, “the defence of 
personal freedom and personal responsibility in a managerial society” are 
equally important with economic aims. 

His constructive thinking runs in two main directions. One is toward intro- 
ducing a strong element of worker control into the structure—-a shadowy rem- 
nant of the guild socialism so popular in the 1920’s and now almost extinct 
in Great Britain. He has, however, no real notion of how this could be done. 
He also has no faith that nationalization would give rise to higher wages than 
those available from private industry. The reward to workers from the reor- 
ganization of control would presumably be a sense of participation. 

His other, and principal, proposal is for constitutional reform designed to 
“enlarge freedom and stimulate an active democracy.” On the economic side, 
this would entail a standing Parliamentary committee responsible for each 
nationalized industry; but his thought reaches further into fundamental re- 
form of party structure and Parliamentary procedure. He regards such reform 
“at least as important as the extension of public ownership and redistribution 
of wealth.” “Indeed, unless the two march in step, we shall merely create a 
new Leviathan” (p. 24). 

Without further elaboration, it is difficult to assess this political thinking. 
But the economic proposal of direct supervisory control over nationalized in- 
dustries by Parliamentary committees raises an issue of the most fundamental 
importance. Heretofore, nationalization has proceeded on the principle, so 
vigorously propounded by Herbert Morrison, that industrial management 
must be thoroughly insulated from direct political contacts. This was based on 
the presumption that making the course of industrial operations an immediate 
and perpetual occasion for political oversight, and therefore controversy, 
would be the surest blockade to efficient industrial management. This leads 
into the deeper question, whether comprehensive socialization is amenable to 
democratic controls, or whether it implies an essentially totalitarian structure 
of control. Crossman does not pose this question, but it crops up in the 
thought of Gaitskill, Crosland and others, and is, I judge, one of the reasons 
for their coolness toward an ambitious program of nationalization. 

As against the moderation and reservations of people like Crosland and 
Gaitskill, Professor G. D. H. Cole, in his World Socialism Restated, continues 
his persistent advocacy of socialism in its traditional meaning. “I want to 
make an end of the entire system of capitalism” (p. 7). There is no need to 
repeat the general argument, since it is familiar. Even the old clichés crop up 
baldly. “American capitalism can sustain high production and employment 
only by giving an appreciable part of its products away .. .” (p. 17). Cole 
is the unreserved enemy of those moderate tendencies which I have reviewed 
above. “ ... The Labour Party has, I think, to choose between adopting a 
much more drastic Socialist policy and failing to act effectively even as a 
reformist party .. .” (p. 23). His attitude toward international socialism is 
equally unbending. The British socialists should sup, ort socialist tendencies 
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and “anticolonial” movements, wherever found and whatever their political 
corollaries. This places him in total opposition, for example, to the American 
alliance. He is ambivalent toward the totalitarian tendencies of contemporary 
socialist states. He praises democracy, rejects the communist philosophy and 
deplores “the ruthlessness, the cruelty, and the centralised authoritarianism 
which are basic characteristics of Communist practice” (p. 14). At the same 
time, he enters excuses for the use of whatever methods are necessary to break 
down exploitive political and economic institutions (e.g., pp. 10-12). 

Having adopted this intransigent posture, Cole is quite unwilling to make 
his peace with those practical, everyday methods by which other well-inten- 
tioned people hope to effect some marginal improvement in the human state. 
He appears to have given up hope that the Labour Party will be an effective 
instrument of progress toward true socialism in the calculable future. The 
elect, it appears, should isolate themselves into international enclaves of the 
true devotees—a sort of monastic order of the faithful awaiting the apocalyp- 
tic day. 


II. 


To conclude this survey, we turn to Mr. Strachey’s Contemporary Capital- 
ism. It needs to be set apart from the documents reviewed above, since it is an 
entirely different sort of book. In the 1930’s Strachey was convinced that the 
advent of communism was both inevitable and desirable—-views defended 
in The Nature of Capitalist Crises and The Coming Struggle for Power. (1 
recall thinking, when first reading The Coming Struggle for Power, how con- 
venient it was to possess a machine by which one could get clear answers to 
troublesome questions simply by turning the handle.) By 1940, he had dis- 
carded these views, due perhaps primarily to the influence of Keynes. From 
1945 to 1950 he was a responsible member of the Labour government. After- 
wards, he strongly defended the accomplishments of that government as a 
long step toward achieving socialist goals. He placed great faith in control 
over the central financial mechanism of the economy. 

Strachey has now taken time out for reflective thought; his book is a re- 
statement of his philosophical position and a reinterpretation of the process 
of social change. The title is somewhat misleading, since the book contains 
very little on the institutional characteristics of contemporary economic or- 
ganization—in fact, hardly more than a stereotype of oligopoly. What he 
does, essentially, is to set up two abstract creatures, capitalism and democracy, 
put them in the prize ring, and let them fight it out, while he cheers in the 
corner of democracy. Capitalism is a sort of brutal monstrosity—the apotheo- 
sis of every inhumane, antisocial pursuit of private self-interest. Democracy 
is the champion of all generous-hearted efforts to attain general well-being and 
communal interest. The complete victory of democracy would usher in 
socialism. 

In a series of early chapters, Strachey reviews Ricardian, neoclassical and 
Marxist theory, with special reference to the labor theory of value and the 
theory of absolute and relative immiseration. Economists will not find much 
to interest them, since Strachey is a biased and at times not very accurate 
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reporter. The later marginalist and equilibrium theorists are disposed of sum- 
marily, as having dropped the really important question of the social distribu- 
tion of income among classes or groups. He is especially interested in the 
development of social accounting as a method through which to reopen the 
old question of social distribution on a factual basis. Pending that basis, he 
commends Marx for asking the right questions and for devising a useful 
method of analysis, while he deplores the later translation of Marx into a 
rigid system of dogma and recognizes the failure in the field of prophetic 
vision. 

Out of all this Strachey assembles a very personal, and highly debatable 
view of the validity of Marx’s analysis, especially with respect to the prospects 
of the laboring classes. He takes the position that Marx’s theory of progres- 
sive exploitation was a correct interpretation of a tendency inherent in capital- 
ism as such. This tendency was, however, in practice offset by influences of a 
noneconomic character. 


Marx cut his way through to the essential tendency of capitalism, which, 
however you express the point, is to channel the whole of its ever growing 
sur plus towards the owners of the means of production to spend or invest, 
and thus to deprive the mass of the wage earning population of any part 
of it... unless we keep this conclusion in view, there is no hope of our 
understanding the world in which we live. (p. 86) 


If this says what it appears to say, Strachey accepts as the central tendency 
of capitalism Marx’s view that “the level of wages would be determined by 
what it took to produce the worker” (p. 88). “Jn the political and social con- 
ditions with which Marx was alone familiar, the tendency of wages to a sub 
sistence level was over-riding” (p. 95; italics Strachey’s). 

Strachey at once points out that this is not what happened historically. 
His answer to the apparent paradox is that noneconomic forces lying outside 
capitalism ‘“‘over-rode” the tendencies inherent in capitalism. This is the clue 
to his whole pattern of thought. His “capitalism” is an abstract model without 
sociological content; or else, if it has any such content, it is limited to what 
Marx thought he saw in his own immediate environment. Moreover, the model 
is so constructed that labor is always in such excess supply that employers 
will never be under the competitive inducement to bid up the rate of wages 
as productivity increases. Starting with a model of this sort, we must by defi- 
nition attribute any improvement in the general standard of living to external 
forces. 

For Strachey these moving forces are trade unions and political democ- 
racy. To them alone the whole of the improvement in real wages is attributed. 
“What has really happened is . . . that the wage earners, by political and trade 
unionist efforts, sustained over a century, have forced up their standards of 
life in the teeth of the economic tendencies of the system” (p. 109). He does 
not bother even to mention, much less to rebut, the idea that competitive 
bidding for scarce resources may have something to do with their rate of 
remuneration. 

This doctrine encounters fairly rough going when one faces the circum 
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stances of the United States. But Strachey is intrepidly dealing in universals, 
so he bravely faces the challenge. He says (p. 109n): 


The apparent exception is America in the second half of the nineteenth 
century. There the wage earner’s standard of life undoubtedly rose while 
trade unionism remained weak. But is not this accounted for, first, by the 
existence of free land? By taking up free land an American wage earner 
could at any time escape right out of the capitalist system, as it were, 
back into the world of “small commodity production.” And, second, the 
political pressure exercised by the American wage earners, and more 
especially by the American farmers, during the whole period was far from 
negligible. 
This is a nice, neat account of the foundations of economic well-being in the 
United States; and it would be a pity to deface it with critical commentary. 
He returns to the same subject at a later point (pp. 153-54) at greater length 
but to the same purpose. 

Strachey proceeds to an analysis of contemporary democracy which he ulti- 
mately defines as “the diffusion of power throughout the community” (p. 
179). This definition carries over from the political to the economic field, 
and ends up in the Utopian state of “perfect cooperation in perfect liberty” 
(p. 179). Since capitalism is by definition “strongly inequalitarian” and “‘po- 
tentially anti-democratic,” clearly the end of the democratic process is social- 
ism. Given this outcome an economic question arises, whether the process of 
accumulation necessary to economic improvement will be adequately cared 
for. Strachey enters an optimistic prophecy. The death knell of capitalism, he 
finds, is the fact that it is not self-regulating. The accumulative process makes 
it fundamentally unstable, so that the state is necessarily called in as a 
counterweight. Without this, it grows increasingly unstable. “What the demo- 
cratic mechanism is forcing governments, more or less unconsciously, to at- 
tempt is, in a word, the socialisation of investment” (p. 211). 

Strachey concedes the argument of Keynes that a sufficiently close and 
intelligent control of the central monetary mechanism can minimize the in- 
stability of the system. “But what Keynes never came to realize was that this 
growing loss of equilibrium was itself the result of that mutation of the sys- 
tem, which the growth in size, and the decrease in number, of its units, with 
the consequent atrophy of competition, had produced” (p. 219). So we are 
back at the concentration of economic power, the point from which Strachey 
set out. Even if relative stability is achieved, the consequences under private 
control will still be intolerable—in distributive terms and in terms of the 
democratic status and dignity of the working members of the system. The 
final verdict on Keynes, is “What he actually accomplished was something 
which he did not intend . . . to help the democratic, and, on this side of the 
Atlantic, the democratic socialist, forces to find a way of continuously modify- 
ing the system” (p. 253). 

Strachey ends his book on a highly dramatic note. 

The general tendencies of last stage capitalism and democracy conflict 

because it is the purpose of the former to concentrate, and of the latter 
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to diffuse power. . . . Their co-existence constitutes a state of antagonistic 
balance. . . . In the end the power of contemporary democracy must en- 
croach upon capitalism until its last stage also has been completed; or, 
alternatively, capitalism must encroach upon democracy until this young, 
vulnerable and experimental method of government has been destroyed 
(p. 255). 


The two great antagonists are locked in a struggle to the death. Having set 
up this posture of embattled giants, Strachey falls back into a series of inter- 
esting, intelligent and realistic observations upon political processes in Great 
Britain and the United States and upon the political and economic prospects 
of countries outside the limited realm of the Western democracies. But, in 
the end, the slow, shifting, indeterminate processes of institutional change 
are forced back into the dialectical mould. The framework of class war (a 
phrase Strachey does not use) is still there, a Marxist residue in his thinking; 
though he presents it more as a latter-day version of the legend of St. George 
and the dragon. 

Strachey’s analysis—for all his intelligence, thoughtfulness and worldly 
experience—will not give anyone a much deeper insight into the multiple 
intertwined influences which are shaping our destinies. Try as he will, he is 
not a creative thinker. His own private mythology makes a dramatic story, 
but it is not a very good guide to the intricate processes of social change or 
to possible lines of approach to “a better world.” On the programmatic front, 
his expectations appear to be modest: “decade by decade” the party of the 
left must “show a certain minimum of social change” (p. 272). 


Ill. 


“The road to socialism” used to imply a destination. The road itself was 
subversion. As Professor Gray says in The Socialist Tradition, socialists of all 
breeds could be described generically as people who ‘‘seek a better world, not 
by way of reform, but by way of subversion (using the word in its liberal 
and neutral sense)—or, if it be preferred, by a fundamental change in the 
nature and structure of society.” There were different views of the process of 
subversion. In Great Britain the democratic process of gradualism has been 
the preferred method, although Laski used to toy with the idea of violence as 
the necessary way of removing the beleaguered forces of capitalism from their 
final strongholds. In any case, there was a destination. In the minds of many 
British socialists, the idea of such a destination appears to be dissolving. 
So I interpret, for example, the thinking of Crosland and Gaitskill. 

The reasons, I think, are not hard to find. First of all, it has been demon- 
strated by experience how far social objectives can be achieved without ex- 
propriating private owners and without displacing the strong private motives 
which have beneficial economic effects. Second, the close view of what is 
involved in operating nationalized industries makes socialist politicians chary 
of undertaking much more of the same, and makes them skeptical of this 
route toward the attainment of their ideals. Finally, socialist thinking is under 
the shadow of Labour Party politics. Elections are won by votes; and voters 
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have to be moved by appeal to some felt interest or incentive. There appear 
to be no British majorities to be won by promising an active program of 
subversion. 

At least in the short run then, the only feasible programs in pursuit of 
economic well-being, and of economic justice too, appear to be reformist in 
character, to be carried out through an improved version of the present system 
and through other policies consistent with its continued existence. The more 
successful these improvements and policies, the less, one would think, anyone 
will want to practice subversion. What, then, is “the road to socialism’’? Only, 
as far as one can see, through some unpredictable train of social disaster. But 
the Marxist imperatives on this point are no longer acceptable. As a thought- 
ful British socialist said: “The basis of present British Labour policy is not 
Marxian or Webbian, but Keynesian. And so it will remain unless the West 
has another slump, in which case it may again become what you call sub- 
versive.”’ 

One is tempted to conclude that the paths of economic destiny of Great 
Britain and the United States are not so very different—being basically the 
building of a welfare state on a predominantly capitalistic economic founda- 
tion. This might indeed turn out to be the case. But even if it did, the paral- 
lelism would probably not be very close. The history of the two countries has 
been very different, their sociological structure is different, and there is a 
striking difference of popular attitudes rooted in these two facts. Moreover, 
within the economic structure the United States retains a much more vigorous 
constituent of competition. Since the social rationale of private enterprise is 
heavily dependent on the reality of competition, it is not surprising that the 
British have a diminished confidence in the effects of private enterprise. But 
one cannot even speculate upon how nearly parallel the two courses may run 
without considering possible lines of social and economic change in the United 
States, a field into which I cannot now enter. In any case, it may, I think, be 
inferred from the body of current thinking reviewed above that socialism as a 
goal is waning in Great Britain, and that the British left is in process of 
reorienting its whole line of policy toward new combinations of public and 
private endeavor—not to be blue-printed in advance, but arrived at pragma- 
tically as circumstances and popular attitudes warrant. This approach has, 
indeed, long been influential in the trade union segment of the Labour Party. 
It is now sweeping the field among the younger intellectual leaders. The day 
of the prophetic Utopian vision, equally with the day of the Marxist impera- 
tive, appears to be over. 
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BARRIERS TO NEW COMPETITION 
A Review Article 


By R. B. HEFLEBOWER* 


Conditions of entry into markets where sellers are few are analyzed inten- 
sively by Professor J. S. Bain in his Barriers to New Competition.’ In the 
tightly written first chapter the theory of entry is developed far beyond 
what was previously in the literature. There emerges a series of hypotheses as 
to the conditions of entry, and the probable degree to which they serve as 
barriers to new competition. A bold attempt is then made to measure the 
height of these barriers in 20 manufacturing industries. Predictions stemming 
from these empirical findings are compared with observed performance of 
these industries. Finally, the conclusions with respect to the significance of 
types of entry barriers lead to a number of observations as to public policy. 

All of this comprehensive analysis is carried out explicitly within the frame- 
work of comparative statics. Specifically excluded from the circumstances con- 
sidered as having a significant effect on entry, and through that on the maxi- 
mum level of the equilibrium price, are secular or cyclical [or episodic? | 
movements of demand, capacity or costs. Nor, except for a few notable cases 
of product innovation, does Bain believe that new sellers are able to alter the 
condition of entry. Instead, “It is definitely posited for purposes of the present 
study—on the basis of extensive empirical observation——that the condition 
of entry as defined and its ultimate determinants are usually stable and slowly 
changing through time . . .” (p. 18). Such stability is elsewhere said to exist 
“persistently . . . over a period of time.” Repeatedly this or a similar plirase 
appears to emphasize that observation ex post can be tied conceptually to the 
ex ante long-term equilibrium. 

Such stable and slowly changing conditions of entry are held to determine 
the ceiling price for an industry or the amount by which its price can, per- 
sistently, exceed the level “. . . hypothetically attributed to long-run equilibrium 
in pure competition” (p. 6). The actual persistent level of price may fall 
short of this entry-inviting level because of the nature of interfirm rivalry. 
The latter opens up the whole of oligopoly theory, but the author moves into 
that area only to indicate how the alternative solutions to interfirm rivalry 
would affect the price expectations of a would-be entrant. 

Entry is marked off from other sources of capacity expansion by the require 


* The author is professor of economics at Northwestern University 
‘J. S. Bain, Barriers to New Competition: Their Character and Consequences in Manu 
facturing Industries (Cambridge: Harvard University Press. 1956. Pp. xi, 329. $5.50) 
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ment of“... the establishment of an independent legal entity, new to the in- 
dustry . . . and the concurrent building or introduction by the new firm of 


physical production capacity that was not used for production in the industry 
prior to the establishment of the new firm” (p. 5). What is not clear is whether 
the establishment of an independent legal entity requires that the entrant be 
a new enterprise or whether the words “new to the industry” are meant to 
include as an entrant the established firm that moves into what is to it a new 
industry. On the basis of the way in which barriers to entry are appraised in 
the later empirical investigation, it appears that the author intends to follow 
the usual practice in price theory in this regard. This is to ignore entry by 
firms established in other industries or to assume that such firms have no 
advantages as entrants. 

Similarly, each of Bain’s three categories of conditions of entry is developed 
as far as possible as the net effect of the shape, or the level, of the cost or 
revenue functions identified in price theory. At a few points, chiefly in dealing 
with some aspects of product-differentiation and absolute-cost influences on 
entry, barriers are explored which are rooted in the actual organization of the 
industry or which reflect imperfections of factor markets. His three categories 
of conditions of entry are as follows: 

1. The economies of plant and firm size (whether the advantages of scale 
are social or pecuniary makes no difference) is a two-pronged condition of 
entry. If a suboptimal plant or firm would have a significant cust disadvantage, 
entry by such sellers might occur but that fact would not force the price to 
the competitive level. That could be done only by an entrant of optimal size, 
but then the second aspect of this condition of entry would come into play. 
The higher the percentage of the industry’s capacity which a firm of “mini- 
mum optimal scale’ must have, the larger the percentage addition to total 
output the entrant would supply. This, in turn, would have a greater effect 
on the postentry prices that could be expected and hence on the degree to 
which entry would be attractive. Just what the new equilibrium would be the 
entrant could not foresee precisely, but the author considers several alter- 
natives. 

2. In the search for an identifiable function by which to judge the degree 
to which buyers’ preferences for the products of established sellers enable 
the latter ‘. . . to elevate price above a competitive level while forestalling 
entry” (p. 15), the author debates whether there are economies of scale in 
sales promotion. At one point he says that “. . . there is substantial doubi 
that in any industry a uniformly applicable and unique selling cost-sales 
volume relationship exists...” (p. 67). This follows the statement that “. . . 
the essential phenomenon may be recognized simply as one of product-differ- 
entiation advantages of some firms over others, basically unconnected with 
scale.” In the end, the height of the product-differentiation barrier is judged 
as an existing fact, without being explained by a function of any sort, but 
modified in a few cases by evidence of economies of scale in sales promotion. 

3. Some, but not all, of the absolute cost advantages are stated in the form 
of volume-cost or volume-price functions or are derived from them. The pos- 
sibility that an entrant’s addition to the demand for a factor might raise its 
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price is considered. The capital-requirements barrier is in large part a func- 
tion of the size of enterprise made necessary by the economies of scale in 
production or sales promotion. Added, however, is the capital necessary to 
offset the insulated product differentiation position of established firms in some 
cases, or of their superior access to raw materials. 

The significance of each of these categories of barriers to entry is then 
examined empirically in 20 manufacturing industries. Information as to the 
height of the various entry barriers has been obtained from a variety of 
sources, but chief reliance is placed on questions asked of businessmen. Judg- 
ment is required to derive meaning from inadequate evidence, or to decide 
when no estimate is possible. (Examples of the questionnaires together with 
supporting materials supplementing the analysis in the main body of the text 
are provided in appendices which make up about a third of the volume.) With 
the exception of the “percentage effect’ (or the per cent of the industry's 
volume an entrant of minimal optimal scale would add), the height of entry 
barriers is described by such terms as low, moderate, or high. 

1. Conclusions as to the economies of scale in production and distribution are 
based on estimates of the shape of the long-run cost curve of plant and firm. 
Such curves refer to an “. . . independently defined standard of cost and not 
necessarily to the actual costs of firms established in the industry” (p. 7). 
The object is the level of cost corresponding to that in long-run equilibrium 
in pure competition adjusted (upward) for repetitive deviations from optimal 
rate of utilization. For that reason “engineering estimates” were sought for 
plants of different scales and designed to provide an acceptable degree of flexi- 
bility. From such estimates both the minimum size which would have lowest 
unit cost and the degree of disadvantage of suboptimal plant are derived. 
Added are estimates of savings in cost, including cost of “. . . performing 
certain functions of physical distribution” (p. 64), traceable to multiplant 
ownership. 

On the basis of these estimates, the 16 industries for which satisfactory data 
were obtained are classified as follows: (a) In 3 industries economy-of-scale 
barriers are denoted as “very important”; (b) in 7 as “moderately impor 
tant”; and (c) in another 6 as “unimportant.” The ranking given each in- 
dustry is shown in the first column of Table I. Lack of data prevented classify 
ing four industries. 

2. Product-differentiation disadvantages of entrants are examined both for 
an entrant of the size of a “minimum optimum plant” and for larger firms 
where distinct advantages of scale in sales promotion are found. On the first 
of these bases the established firms’ product-differentiation advantage in 6 
industries (or subdivisions of industries) is judged to be “great.” Seven in 
dustries are placed in the “moderate” product-advantage group. In 11 indus- 
tries this barrier is judged to be “slight.” Consideration of the effects of econo 
mies of scale in sales promotion (often associated with multiplant ownership) 
does not lead to the reclassification of any industry but does augment the 
steepness of the barrier for those for which it is already apparent as “great.” 
After separating tractors from the large and complex farm machinery industry 
and placing both in the high barrier class, the ranking of industries as shown 
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Tasie I. —Summary Or Rerative Heicuts or Sreciric AND AGGREGATE ENTRY 
20 PLus Some SUBDIVISIONS OF INDUSTRIES* 
(Higher numbers denote higher entry barriers.) 


Product Absol Capital 
Differenti-| Require- | Aggregate 
| os 
ation | ment Barrier 
Barrier 
Barrier | Barrier 


Scale 
Industry or Subdivision Economy 
Barrier 


Automobiles il Il 
Canned Goods 

Specialties 

Standard 
Cement 


Cigarettes 

Copper 

Farm Machinery 
Large and complex 
Simple implements 


Flour 
Consumer sale 
Industrial sale 
Fountain Pens 
High-priced 


Low-priced 


Gypsum Products 
Liquor 

Meat Packing 
Metal containers 
Petroleum refining 


Rayon 
Shoes 
Men’s high-priced 
Women and men’s low-priced 


Soap II Il 

Steel I Il 
Tires and Tubes I I] I 
Tractors 
l'ypewriters Itt i I! 


* Adapted from Bain’s Tables XTV and XV particularly by use of subindustry estimates of 
certain barriers stated in Table XI and on pages 179-80. This material is reproduced with the 
permission of Harvard University Press. 

» Regional markets considered important, 

© Refers to period since 1950, Before that date would have been rated as II 


in the second column of Table I is derived. (The author also appraises the 
composite effects of scale in production and in sales promotion and finds that 
the latter sharply reinforces the former for the automobile, typewriter, tractor, 
petroleum refining and high-priced fountain pen industries.) 

3. Absolute cost barriers are found to involve access to raw materials or 
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know-how in only 3 industries, but the capital required for an optimal size 
plant or firm is more widely significant. Funds needed by an entrant of mini- 
mum optimal size are found to be “important” for 5 industries, “moderately 
important” for 5, and “slight” or even less so in 7 cases. The latter are given 
the rank of I, or even lower as shown by @, in the third and fourth columns of 
the table where the author’s judgment as to the significance of these barriers 
for each industry is given. 

Finally, the height of the aggregate barriers to entry was estimated, but 
not by a simple averaging process, for the author adds his judgment as to the 
significance of particular types of barriers for individual industries, Six in- 
dustries are placed in the “high entry barrier” category, an equal number in 
the “substantial entry barrier’ group and 11 are deemed to have ‘‘moderate 
to low entry barriers.” (The total exceeds 20 because separate estimates were 
made for subcategories of 3 industries.) Later the author moves the copper, 
the soap, and the large, complex farm machinery industries from the middle 
group, into the high-entry barrier class largely on the basis of existing con- 
centration and of the time period required for an entrant’s effects on the level 
of price to be significant. The final rating of industries is shown in the last 
column of Table I. 


The estimates of the conditions of entry which Bain presents are of great 
value if used as he intends. Doubtless the author will be embarrassed at times 
by quotation of his estimates for a particular industry, stripped of his careful 


statement of procedures and of the limits of his data. Even with attention to 
these qualifications, persons familiar with various industries will have doubts 
about particular estimates. Greater emphasis should be placed on the relative 
importance of various types of barriers as found in the empirical investigation. 
Product differentiation and absolute cost barriers (capital requirements fairly 
widely and other specific cost barriers in a few cases) stand out as the most 
significant ones. Economies of scale appear less important, but when rein- 
forced by either product differentiation or absolute cost barriers, or both, the 
industry is thrown in the category where “forestalled entry” is a “major 
possibility.” 

The last step in the empirical investigation is the comparison of expected 
performance with that observed. There appears to be “. . . no general or 
chronic deficiency in scale of plant .. .”’ (p. 184) or of firms. On the other 
hand, “. . . the existing degree of concentration by the largest 4 firms lacks a 
clear cost justification in perhaps 12 of 20 cases’ (p. 113) but is made pos- 
sible by absence of diseconomies of firm size. Persistent excess capacity, where 
found, does not correlate clearly with height of entry barriers. Turning to the 
profit test on which the author places major reliance, industries with “high 
entry barriers” are found to have had higher profits as a percentage of owner’s 
equity than industries into which entry is easier.’ But no significant difference 


* Bain appears to be willing to rely on profits from orthodox accounting statements, 
rather than the complicated concepts of earnings and investment which he had earlier pro 
posed, because of his finding of a lack of persistent excess capacity in the industries studied 
See J. S. Bain, “The Profit Scale as a Measure of Monopoly Power,” Quart. Jour Econ, 
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is found between the earning rate of industries with substantial entry barriers 
and that of those with low barriers. 

Bain finds that more accurate predictions of profits rates can be made when 
concentration is introduced as an added independent variable. Within the 
“substantial” and “moderate to low” entry-barrier categories, there is a dis- 
tinct correlation between degree of concentration in various industries and 
their profit rates. Furthermore, some industries in these categories have con- 
centration ratios similar to, but profit rates lower than, those of industries in 
the “very high” entry barrier group. Thus both information on concentration 
and on difficulty of entry appear to be necessary in order to predict profit rates 
in the industries studied. 

Using both of these variables for predicting profit rates might appear to 
the reader to be double counting. In a static model one would expect the size 
distribution of companies to be determined by the conditions of entry. But the 
existing size distribution of companies for many industries departs sub- 
stantially from that which would exist if each seller were of minimum optimal 
size. In most industries there are many more sellers of suboptimal scale (as 
Bain measures optimal size) than one would expect from his estimates of the 
cost disadvantage of these smaller sellers. On the other hand, in many indus- 
tries large sellers account for a much higher percentage of volume than they 
would if none was above minimum optimal size. 

Bain does not find an adequate explanation for the small-seller . . . “fringes 
|which|] appear to persist over time” (p. 185). Study of the cases does not 
show that they are “. . . supplying small ‘pockets’ in the market . . .” (p. 185) 
nor is there a “clear or convincing association of size of the inefficient fringe 
to any of these |entry-affecting| structural variables” (p. 186). The reviewer 
will suggest below that the explanation may lie in Bain’s overestimation of the 
disadvantage of small size. 

On the other hand, Bain’s conclusions at another point do explain how con- 
centration of output in a few large firms is possible. Contrary to the notion, 
implicit in the usual U-shaped long-run cost curve, that very large firms ex- 
perience diseconomies of size, Bain does not find empirical evidence of such 
diseconomies either in the literature or in his own research, Therefore, large 
firm size, which is reflected in concentration figures, can be independent of the 
conditions affecting entry. 

Turning to the final step, that of policy implications, Bain compares what 
can be deduced from a priori analysis with what follows from his empirical 
findings. He acknowledges that he made “. . . an initially excessive estimate 
of the probable relative importance of absolute cost barriers other than those 
involving capital requirements” (p. 207). But the expectation, based on a 
priori analysis, that “. . . the main culprit in establishing excessive or very 
high barriers to entry would appear to be product differentiation” (p. 204) is 
substantiated by the empirical study. 


Feb. 1941, LV, 271-93. For a discussion of the limitations of this measure of monopoly see 
J. P. Miller, “Measures of Monopoly Power and Concentration: Their Economic Signifi 
cance” in G. J. Stigler, editor, Business Concentration and Price Policy (Princeton, 1955), 
pp. 127-29 
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Economies of scale in production and distribution are treated more kindly. 
While, according to the author, deconcentration moves may be required where 
scale advantages reflect pecuniary advantages only, ‘““That economies of scale in 
production and distribution do not loom large as the basis of barriers to entry is 
fortunate for the policy-maker, because there is relatively little that can or 
should be done about them. In general, they establish entry barriers which we 
have to accept in order to get efficiency” (p. 212). Similar acceptance is not 
given to sales promotional advantages of scale nor other sources of product 
differentiation advantage, particularly that involving integration forward into 
distribution. These, along with some cases of backward integration, indicate 
that “. . . the bases of strictly pecuniary economies of scale might be likely 
candidates for attack” (p. 207). 

As one looks back over this large and carefully planned and executed under- 
taking, he is impressed with the methodological precision, the astute theorizing, 
and the careful workmanship. On first reading there appear to be points on 
which the author seems to have erred in either failing to adhere to his theoret- 
ical framework or in unduly stretching that framework so that observations 
can come under it. But further study, and this book calls for careful examina- 
tion, nearly always shows that the author does not stray, or that he does fill 
the gaps or indicates that he cannot support a definite conclusion. 

But there is one major step which is open to question. This is the use of the 
engineers’ estimates of the average costs of plants of different scales. Is the level 
of costs which an entrant has to meet as low as the “minimum optimum scale” 
estimated in this way? Or are established firms’ plants persistently less efit 
cient—are their costs higher than those estimated by engineers for plants built 
to optimum scale de novo? Clearly this is an empirical matter. There are rea- 
sons to expect, however, that in many industries a new firm with a newly built 
plant would not have to enter on a scale as large as that estimated by Bain’s 
techniques. 

Where the new firm does not have to meet the costs of an optimum-scale 
plant built de novo, it is because the established firms in the industry do not 
in fact meet them. Established plants of large scale, even those as large as 
Bain’s minimum optimal scale, often have achieved their current capacity by a 
series of additions. As a result, the various components of the productive proc- 
esses are likely to be of smaller size and the whole less efficiently integrated 
than would be true had the plant been built at one time using the most efficient 
technology of today. This is quite a different view of the efficiency of existing 
plants from that in Bain’s assumptions (for which no empirical evidence is 
presented) that plants larger than his estimate of minimum optimal size 
‘“. . . frequently represent a duplication of optimal-scale facilities on a single 
site” (p. 73). Smaller plants, although perhaps not the smallest, also portray 
their history in the cost structures. While plant-rebuilding doubtlessly tends 
to correct such inefficiencies gradually, it seems that further growth and 
changes in techniques delay quite persistently the attainment of costs as low 
as those which would be estimated by Bain’s method. It is not surprising, for 
example, in view of these considerations, that several petroleum refineries have 
been or are now being constructed, located as Bain specifies, but with a capa- 
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city of about one-fourth of his estimated efficient size of 120,000 barrels per 
day. This fact should be compared with Bain’s estimate (p. 80) that plants of 
the scale of those being built would experience a cost disadvantage of 5 per 
cent. That is a substantial barrier but does not tell the whole story. If the 
would-be entrant buys raw materials at the same price as does a larger rival he 
would have to offset his disadvantage of 5 per cent of price solely by being 
able to effect savings in his operating costs. When one realizes that the refining 
margin is only about 25 per cent of value of products at the refinery gate, the 
5 per cent disadvantage in total cost becomes one-fifth of this gross margin. 

To the extent that what is suggested in the preceding paragraph is pertinent 
to the level of costs an entrant must meet, the minimum optimal scale is below 
that estimated by Bain. In other words, the actual long-run cost curve of the 
firm which could successfully enter the industry would be higher and less 
steeply sloped than that derived from engineers’ estimates. As a consequence 
the capital requirement barrier, and the influence of the entrant’s volume on 
selling prices, would be less serious. Entrants well below the size of Bain’s 
minimum optimal scale could succeed. Indeed, this possibility may explain 
cases of persistent survival of the fringe of small sellers which are suboptimal 
by Bain’s standard, an observed fact that bothers him. 

The point just made has to do with one phase of the analysis which falls 
within the framework laid out by the author, but more important questions 
arise as to the adequacy of the framework itself. Can barriers to new competi- 
tion be analyzed adequately by reference solely or perhaps even primarily to 
“stable and slowly changing” structural conditions which determine whether 
new enterprises can enter an industry? 

Had the author had unique success in prediction, this question might not 
arise. But on the basis of his estimates of conditions of entry alone he was able 
to predict performance only for the high-barrier category. There is no sugges- 
tion that performance not explained by his model and his estimates of the 
height of barriers to entry in various industries may stem from aspects of entry 
he has excluded. There are two such categories of entry: that by firms already 
established in other industries; and by either new or old firms which might be 
induced to enter because of disequilibria between prospective costs and pro- 
spective revenue traceable to innovations or less dramatic developments. 

Movement by established firms in one industry or market into another can- 
not be brushed aside. Certainly it was implicit in Schumpeter’s casual empiri- 
cism,” and Harrod assigns to such entry a major role in his attempt at recon- 
structing imperfect competition theory.‘ Day-to-day observation provides 
illustrations of such entry, and businessmen point to these cases as evidence of 
the vigor of competition. Clearly barriers to entry must look different, lower 
in most cases, to a well-established enterprise considering a move into a new 
industry or market. Problems of capital requirements, of funds necessary to 
ride out an initial period of low volume or of losses, of managerial personnel, 


*J. A. Schumpeter, Capitalism, Socialism and Democracy (New York, 1942), pp. 81 ff. 


*R. F. Harrod, Economic Essays (New York, 1952) p. 144. See also references cited by 
H. H. Hines, “Effectiveness of ‘Entry’ by Already Established Firms,” Quart. Jour. Econ., 
Feb. 1957, LXX, 132, n. 2 
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and quite likely the difficulty of product differentiation, would appear less 
serious. Whether, in contrast to Bain’s stand, disequilibria do significantly alter 
barriers to new competition is an open question. As was noted above, he has 
not provided a convincing answer. Schumpeter’s emphasis on dynamic disequi- 
libria is well known. Joan Robinson, in commenting on an earlier paper by 
Bain, stated that “. . . static economic models did not go far, or at least far 
enough, in solving the real questions connected with the conditions of entry.” 
Businessmen stress entry opportunities brought about by disequilibria.° 

Including these two aspects of entry would have expanded Bain’s under- 
taking far beyond the added fact-gathering required, for new theoretical and 
methodological issues would have arisen. There is no reason to assume that 
firms established in one industry that move into another would conduct them- 
selves there as would a completely new enterprise. The consequences of such 
entry, whether viewed as part of the entrant’s expectations or as the perform- 
ance record of the industry, are not easily deduced in the present state of 
oligopoly theory.’ 

Then if entry induced by disequilibria were found to be significant, the 
further question is whether repeated disequilibria can be counted on to so re- 
shape the industry structures that performance approaching the competitive 
can be counted on, Schumpeter thought so, at least as long as capitalism sur- 
vives. But if that dynamism were lost, neither he, nor the logic of reliance on 
such a source of entry, would lead one to expect that the market system would 
work well. Rarely do economists broaden their analysis so as to handle pre 
dictions with respect to such social developments. 

These last two points suggest that unless further evidence is found than that 
adduced by Bain, one must conclude that he has dealt with only part of the 
barriers to new competition in industries where sellers are few. He used the 
traditional framework, that of comparative statics. It is the one to be preferred 
so long as it provides the needed answers, not only because it is easier to use, 
but also because it ties in so well with the carefully developed body of neo- 
classical theory, But if adequate predictions are not possible, the economists 
cannot stop there. 

The questions just considered have to do with the scope of the entry prob- 
lem, and are not meant as an assessment of what Bain has done. There can be 
no doubt but that the narrower task he undertook is the first and fundamental 
one. As executed, it is a superb example of research design and procedure. This 
fact, together with the development of entry theory it provides and the added 
insight it gives into conditions of entry in American manufacturing, makes this 
book the most significant contribution to this phase of economics in many 
years. 

Summary Record of the Debate,” in E. H. Chamberlin, editor, Monopoly and Comps 
tition and Their Regulation (London and New York, 1955) p. 503 


*For example, “Before entering a new market, Carbide has always sought some clear 
edge in either raw-material supply or production process. Lacking such an edge, it hesitates 
to launch products that might seem to complement perfectly the company’s existing lines.” 
Fortune, Feb. 1957, p. 126 


Hines, op. cit, pp. 147-43 and 149-50 
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Personal Discrimination in Transportation: 
A European Technique 


Following the restrictive phase of transportation regulation induced by the 
depression,’ with its limitations on entry and on competitive pricing, the 
interest in transport regulation has now swung somewhat in the other direc- 
tion. This shift is conservatively exemplified in the so-called Weeks Report,’ 
which has been reviewed here® and elsewhere and which has been the subject 
of a large advertising program on the part of the Association of American 
Railroads. 

It is not the purpose of this paper to examine the proposals of that Report, 
but to indicate how some of the same problems have been handled in other 
countries. For the problem raised by new technologies in transport, upsetting 
the old railway monopoly, is almost universal. While technological progress 
in the United States has been outstanding, our institutions have maintained 
an ambivalent attitude. Some continental countries have shown flexibility 
in adapting their attitudes and institutions to the changed situation. Euro- 
pean practice may contain useful lessons for Americans. 

The standard solution to the problem of growing competition which new 
technologies present to traditional transport, adopted in the United States and 
many other countries, has been to impose restrictive handicaps on the new 
technologies. In the United States, the certificate of public convenience and 
necessity has been used to restrict the entry of new management into trans- 
portation. Probably the most dramatic example of entry restriction is in air 
transportation. Despite the growth of air transportation from the passage of 
the Civil Aeronautics Act in 1938 until 1955, not a single new company was 
allowed to enter the industry on a permanent basis. The Civil Aeronautics 
Board awarded temporary certificates to a number of new managements and 
the pioneer managements have been permitted very substantially to expand 
their operations, but it took an act of Congress‘ for newcomers to achieve 
permanent status. The requirement of the certificate does not necessarily pre- 
vent growth, but it does favor pioneer management and may stifle new or 
experimental ideas. 

‘Intercoastal Shipping Act, 1933; Interstate Commerce Act, Pt. I], 1935; Civil Aero- 
nautics Act, 1938; Interstate Commerce Act, Pt. III, 1940; Interstate Commerce Act, Pt. 
IV, 1942; Interstate Commerce Act, Pt. I, Sec. Sa, 1948. The last two are essentially a 
product of the momentum of the '30s 


* Revision of Federal Transportation Policy. A Report to the President, prepared by the 
Presidential Advisory Committee on Transport Policy and Organization. (Washington, 
1955.) 

*J. C. Nelson, “Revision of National Transport Regulatory Policy,’ Am. Econ. Rev., 
Dec. 1955, XLV, 910-18 


* Civil Aeronautics Act, Sec. 401 (e) (3); 69 Stat. 49 
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Prewar European solutions to the problem were generally along the same 
lines as in the United States. But the effect of the war was to intensify high- 
way competition. This was because, at the end of the war, continental rail- 
roads were largely out of commission, and in the universal shortage of trans- 
portation the trucks filled a great need. When the railroads were rehabilitated, 
it was politically difficult to throw into the discard those carriers that had pro- 
vided transportation at the hour of greatest need. At present, restrictive solu- 
tions are being revived in some countries, such as Germany. But other coun- 
tries, among them Holland, France, Switzerland, Italy, Portugal, and the 
United Kingdom, have turned increasingly to a more flexible pricing system 
for transport—-not only for railroads, but often for all technologies. But flexi- 
bility benefits the rails more than the others because their position has been 
the most rigid. 

The most common form by which the railways of these several European 
countries have been granted greater freedom is by permitting the use of 
secret contract rates. This is a step beyond the well-known British and Ca- 
nadian system of contracts known as “agreed charges.” In Canada, for ex- 
ample, notice of those contracts is published in the Canada Gazette; they 
receive public hearing and approval before the Board of Transport Commis- 
sioners; and the approved contracts are open to public inspection at the 
stations.® There is no element of secrecy. 

The general pattern of the European secret contract rate system permits 
the carriers to offer reductions to individual shippers if the carriers’ financial 
position will be thereby improved. The reductions must be communicated 
to the ministry of transport, which retains the right to disapprove them, and 
the openly published rates continue as maxima. In the most common form 
of the system, the shipper is required to provide a certain volume of traffic, 
and to sign a pledge of fidelity. A reduction of x per cent is usually made from 
the published rate, although sometimes a contract rate may be unrelated to 
the published rate. 

No two countries have identical systems, although the contract of fidelity 
is a usual component. Fidelity may be no more than the obligation to ship 
a minimum tonnage; or sometimes all shipments over a certain distance must 
be carried by rail, or possibly a percentage of all such shipments. A Swiss 
variant often requires that the shipper not increase his utilization of motor 
trucks, nor add to his own private park of motor vehicles, nor utilize his 
own motor vehicles as contract carriers or otherwise engage in competition 
with the railways. Only in Italy, where the railroads have been least success- 
ful in maintaining their position,” have shippers forced the abandonment of 
the fidelity clause. 


*A. W. Currie, Economics of Canadian Transportation (Toronto, 1954), pp. 224-31; 
Gilbert Walker, Road and Rail (London, 1947), p. 86; G. L. Wilson, New Departures in 
Freight Rate Making (New York, 1948) 

* Railroad traffic now is the same as before the war; trucks carried the equivalent of a 
quarter of the rail traffic then; now they carry almost double. Bottlenecks have developed 
on the Italian railways, so that they operate at capacity in some relationships. Presumably 
investment is insufficient, especially in the South 
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Although the contract rate system has grown since the war, it had its 
beginnings considerably earlier as a technique for meeting highway and water 
competition. The secret contract rate system appears to have begun in Swit- 
zerland in 1927." The usefulness of these original secret contract provisions to 
the railroads was limited by the legal requirement that no advantage could 
he accorded to one shipper, in any form whatsoever, without that advantage 
being accessible to all shippers in the same conditions. What constitutes the 
“same conditions” is not always explicitly stated in the regulations. Two 
shippers are often considered to be in the same condition if they offer the 
same goods for transport between the same stations; identical tonnages may 
also be required. 

Similar to the Canadian agreed charges, Dutch contracts, which antedated 
the first world war, were published and the railroad was obliged to extend 
the contract rates to all shippers in the same conditions. The Dutch dropped 
the requirement of publication and of uniformity of treatment to all shippers 
in 1934. In Switzerland, however, that latter requirement remains to plague 
the commercial direction of the railroads. When the Swiss railroads wish to 
meet special competitive conditions without extending those reductions to all, 
management is obliged to seek that portion of the shipper’s transportation 
business that is unique, and to apply the reduction there. 

In both France and Italy there exist, side by side, a formal published 
class-tariff, the special rates published and available to all, and the secret 
and unpublished contracts. In France this latter form of rate-making was 
adopted only in 1952, after rather considerable debate. At last reports, some- 
thing like 100 contracts have been made by the French railways, but appar- 
ently a good many more are in process. 

The wording of the Italian law is almost identical with the Swiss, but the 
concept of shippers in the “same conditions” is much more narrowly inter- 
preted. In Italy, the “identity” must extend to the shippers’ whole traffic 
pattern, including stations of origin and destination and annual quantity 
moved. It is practically impossible for two shippers to find themselves in the 
“same conditions” so interpreted. 

The secret rate contracts, which represent the essential difference between 
European and American railroad rate-making, supplement rather than sup- 
plant the classical rate system. Thus, the classical rate system, with its com- 
modity classification, a scale of class rates between each pair of stations, very 
often based on a distance scale, together with other openly published com- 
modity rates and exceptional rates, constitutes a system of maximum charges. 
As in the United States, no one pays more than these published rates. The 
distinction lies in the possibility that some shippers in good bargaining posi- 
tions pay less than the published rates. 

Where deferred rebates are used, the system is not unlike the ocean ship- 
ping conference system." That is, shippers pay the full published rate, the 


"The Swiss system is fully decribed in A. Paillard, Les tarifs de chemin de fer en matiére 
de marchandises (Lausanne, 1945), esp. pp. 198-230. 

* Carefully described in D. Marx, Jr., International Shipping Cartels (Princeton, 1953), 
esp. pp. 201ff. 
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carriers maintain an accounting of the rebate which is due the shipper, hold 
ing that rebate for a year or some such time period, and then refunding it 
to the shipper if he has lived up to his commitments of fidelity. Thus, any 
saving which might accrue to a shipper by using a truck is likely to be much 
more than offset by the loss of the rebate which the railroad is withholding. 
Ministerial control consists of the requirement of advance reporting of the 
proposed contract to the appropriate ministry. In some countries it is reported 
that in no case has the ministry ever disapproved a proposed contract; in 
others, the ministry has participated actively. i 

The precise form taken by the rate reduction is extremely variable. The most 
common form is a percentage discount from the standard published rate. That 
reduction is sometimes granted by the railway agent at time of shipment, but 
more commonly is accounted for in the railway general office. The latter 
techniqué both preserves secrecy and permits the retroactive adjustment in 
the form of deferred rebates. The carriers are, however, vsually free to make 
their contracts in whatever form seems most convenient to get the business 
and to maximize the carriers’ returns. 

Carrier management seems to make a real effort to use the contracts only 
for competitive traffic. That may mean only contract reductions on certain 
commodities, only to or from certain stations, or only at certain periods of 
the year. Sliding scales of discount according to the quantity shipped are also 
quite commonly used. The abonnement is sometimes used; that is, a flat 
charge per ton or per package for an individual shipper, regardless of other 
variables. Such abonnements are tailored to order for the particular contract 
involved, and have been preceded by a detailed study of the whole transporta- 
tion situation of the shipper. The advantage of the abonnement is that it saves 
a great deal of accounting work for both shipper and carrier. 

There is, of course, no unified ‘market for transportation” for a country 
as a whole. Under the legally permissible axes of discrimination in the United 
States, there is a separate transportation market for each commodity from 
each station to every other station. But while they are separate markets, they 
are far from independent. Interdependence is usually very strong, especially 
geographically, for a particular commodity. At a point of consumption, it is 
often easy to substitute the product from one origin for the same product from 
another origin. Adjacent stations are likely to be rather close substitutes, one 
for another, if transshipment and drayage are at all possible. Between com 
modities, as contrasted with distances, the ranges of possibility for substitu- 
tion are fewer and hence the interdependence of the transportation markets 
along the commodity axis is more limited. 

From the classical oyster car example® through the more formal develop 
ment of price theory’’ it has been clear that discriminatory pricing usually 
serves to increase output. The secret contract rate system permits, through 
the introduction of personal discrimination, a much greater subdivision of the 
market than is possible with open published rates 


*A. T. Hadley, Railroad Transportation (New York, 1890), pp. 116-18 
"Eg, J. Robinson, Economics of Imperfect Competition (London, 1933), pp. 181-202 
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By making individual contracts with each shipper, assuming proper cost 
analysis, the carrier is able to obtain all traffic willing to pay more than 
marginal cost. When, as is the European practice, the secret contract rate sys- 
tem is coupled with a classical open and published rate system as a maximum, 
then shippers who stand at the top of the demand schedule are protected, 
at least nominally, against exploitation by the carrier. But they do not receive 
contracts, having shown in their bargaining that they are unable to avail 
themselves of better alternatives. It is the lower-rate shippers, those only 
willing to pay less than the published rate, who succeed in obtaining special 
contracts. If the contracts are wisely negotiated, the carrier is better off than 
with a uniform price, since it has the traffic which it would not otherwise have 
had, but without the sacrifice of revenue on the high-rated traffic which it would 
have had anyway; and the shipper at the top of the schedule is no worse off 
than he would be if no contract system existed. 

The secret of success in the operation of an unpublished contract system is 
shrewd bargaining on the part of the carrier. For this purpose it is necessary 
that the carrier know the demand schedule of the shipper; i.e., he must know 
the shipper’s alternatives. The carrier must also have a working knowledge of 
the way in which his own costs fluctuate with the volume of traffic. 

European railway managements work hard in both these directions. It is 
not, of course, very difficult to estimate the cost of operating trucks. The 
capital cost of a truck, its life expectancy, tax rates, and fuel bills are all 
matters of fairly open public knowledge. If the trucker employs hired drivers, 
those wage rates are also subject to a close estimate by the railway manage- 
ment. It is only when trucks are owner-operated that it becomes difficult to 
estimate the wage bill: it is always possible that owner-operators may in fact 
be exploiting themselves. 

The European railways use several techniques for the finding of their own 
marginal cost. Those methods usually yield a long-run average value. One 
technique is a version of the time-honored statistical technique of scatter dia- 
srams for the purpose of finding average incremental cost. Also, where neces- 
sary, the carriers may make specialized and individual surveys by which cost 
is built up from the specific conditions presented, essentially by standard 
costing. 

Since railroads produce very diverse products, at best both passenger miles 
and ton miles to take even the crudest common denominators, a problem arises 
immediately in the definition of quantity.'' That has sometimes been solved 
by the weighting of passenger miles and ton miles according to their relative 
values (prices) and then adding them together.’? Alternatively, if freight 
service alone is measured along the quantity axis, total costs may be defined 
merely as total cost of the freight service, in which case there may have been 


"One of the best European discussions appears in R. Hutter, “La Théorie économique 
et la gestion commerciale des chemins de fer,” Rev. gén. des chemins de fer, Feb. 1950, 
p. 55 

“Thor Hultgren, American Transportation in Prosperity and Depression (New York, 
1948), pp. 73-79. 
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an arbitrary division of the common costs.’* For example, maintenance of 
way and roadbed costs may be divided between freight and passenger service 
in proportion to the gross ton miles of trains in each class of service. It is clear 
that there is a degree of estimate introduced into the cost-finding technique 
which may be substantial. In inflationary periods, adjustment of costs to some 
constant price level represents an additional problem. 

When the axes have been defined to the satisfaction of management, cost 
and output data from successive accounting periods are plotted on the dia- 
gram, each accounting period representing one observation. When an appro- 
priate number of observations have been plotted on the diagram, a line of 
average fit is drawn through them. That fit is often drawn as a straight line, 
but it need not necessarily be so. The line may then be extrapolated downward 
to the point at which it intersects the vertical axis, corresponding to an output 
of zero, but with the enterprise in a standby condition. The value there 
indicated represents the fixed costs; that is, those costs which would continue 
even if the industry had no output but held itself in a position of readiness to 
produce. The slope of the line represents the marginal cost, that is, it repre- 
sents the average rate of increase of cost with increase in quantity.’* As the 
very roughest first approximation this cost per ton mile, which represents a 
long- (or longish-) run average marginal cost, can be used as a floor in the 
bargaining process on contracts. 

The European railways (and possibly the American too) lean toward an 
overstatement of marginal costs. That is, the carriers typically use, for cur- 
rent pricing purposes, the concept of long-run average marginal cost rather 
than the incremental costs of the moment. The carriers admit that in practice 
increments in traffic can be absorbed by the existing installations, but in the 
long run if the traffic remained at the new and higher level, then the facilities 
of transportation would be adapted to that new level.'*° Thus marginal-cost 
analysis for rate-making purposes usually begins from an hypothesis of full 
employment for personnel and rolling stock. If the commercial management 
of the railroad requests cost estimates as a necessary background to the 
bargaining process, the accounting office may make its cost schedule under the 
assumption that not only will additional personnel have to be employed, but 
that additional rolling stock and motive power must be purchased. It follows 
that costs will usually be overstated since full employment is a special, rather 
than a general, case. 

Moreover, and unfortunately to an even greater extent than in the United 
States, European railway managements are fascinated in their cost analyses 

"Eg. M. Fioc, “Le calcul des prix de Revient 4 la S.N.CI (Centre National de la 


Recherche Scientifique, Séminaire d’économetrie, June 15, 1954, mimeo.) 

“This is the method used by the United States Steel Corporation, T.N_E.C. Papers 
(New York, 1940), Vol. I, pp. 254-55. But the user of this method must beware of cir 
cularity resulting from the weighting of the various products of a multiproduct firm 
Moreover, the accountants’ decision to classify certain expenses as functions of time or 
use (e.g., depreciation) will have an important effect on the slope of the line, as may the 
length of the accounting period 
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by the element of distance. The importance of other dimensions of cost, such 
as time, or the return movement of motive power and rolling stock, may be 
underevaluated. 

When large blocks of traffic are involved, some railway administrations 
make individual field surveys, analyzing precisely what additional expenses 
will be necessary and what can be absorbed by the existing personnel and 
facilities. In such situations the estimates of marginal cost are likely to be 
much more useful in pricing than when based on arbitrary theories.’* 

The attitude of European shippers toward the unpublished contract rates is 
not uniform, but seems to be generally favorable. In the Netherlands, for 
example, where the greater part of the freight traffic is transported on contract, 
shippers seem pleased with the system. In the prerailway era, the Nether- 
lands had built an extensive canal system. Unlike the United States or Eng- 
land, where the advent of the railway resulted in wholesale abandonment of 
the canals, investment in Dutch canals continues to this day. Thus Dutch rail- 
ways never enjoyed the monopoly that rails elsewhere often did in the pre- 
highway period. Even now, the Dutch railways carry only about 30 percent 
of the ton-miles in their country. Shippers and carriers are thus in roughly 
equal positions in the process of bargaining for a contract, since the shipper 
has ample alternatives in both truck and barge transport. Moreover, the rail- 
ways seem to have succeeded in closely adapting the terms and conditions of 
the contract to the individual circumstances of the shipper concerned. It is 
intended that the shipper feel that he has been treated in a special and per- 
sonal way. Perhaps because of that, the secrecy of the contracts seems to be 
well preserved, and the rates do not seem to be discussed among the shippers. 

In Switzerland the railway management believes that there is not much 
secrecy of the contract rates even when special rates are provided. Swiss rates 
are usually on a formal distance scale, and a uniform discount, a function of 
the annual tonnage shipped, is made available to all who execute the con- 
tract. Railway management believes it would be impossible to maintain real 
secrecy in any case. Business operations in Latin countries generally are 
carried on under a tradition of secrecy; and there seems to be pretty effective 
secrecy of contract rates in France and Italy. 

Despite the increasing use of contract rates by European carriers, the 
system does present certain dangers. Truck and barge operators will obviously 
object to increased flexibility for their competitors. But more importantly, such 
a system runs counter to some of our established ideas of rate-making. It 
does, in its extreme version, permit the carrier to treat differently two shippers 
whose positions are identical in every respect except their bargaining ability. 
In its more limited form, as in Switzerland or Italy, it still permits carriers to 
give shippers the advantage of their location. Shippers with access to competi 
tive transport technologies are treated better by European railways than those 


“But sometimes even such analyses may actually be standard costs, even though 
denominated “marginal.” E.g, S.N.C_F., Aménagement de la Moselle, “Relation Pompey 
Hagondange, prix de revient marginal de transport de produits sidérurgiques par train 
complet” (mimeo., Dec. 1952) 
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without such alternatives. However, that may well be the case also in the 
United States, despite the rather general prohibition, contained in the Inter- 
state Commerce Act, of discrimination against persons, localities, ports, and 
the like. But, in the United States, it is difficult to conceive of locations lack- 
ing access to highway transport. If so, then there are no badly located shippers 
for this purpose. 

One danger reflects on railway management itself. Management might not 
be intelligent about the granting of contract reductions. Especially, it might 
underestimate the shippers’ willingness to pay, and give reductions unneces- 
sarily. Or it might underestimate marginal cost, and hence offer rates below the 
incremental cost of handling the traffic. 

Another risk is that if contract rates came into widespread use there might 
be less resistance to increases in the open tariff. Thus shippers in weak posi- 
tions who rely on the open tariff for protection against the full impact of 
monopolistic discrimination might really lose most of that protection. More- 
over, carriers and the commissions may see a certain symmetry between pub- 
lished and contract rates, so that contract reductions to some might be felt 
to imply increases in the published rate.*’ Again the protection offered the 
shipper by that published rate might disappear. 

But the increasing availability of private carriage in this country, the truck 
especially but other technologies also, would seem to offer substantial protec 
tion to shippers against exploitation. An important difference between the 
American and European situations lies in the existence of state-ownership in 
Europe. There, interrailway competition is limited to international traffic, 
where there may well be strong competition for transit trade, as well as market 
competition. Independent railways are so few that competition between rail- 
ways on internal traffic is almost unknown, In the United States, on the other 
hand, there is often substantial competition between railways, although rarely 
in price. One objection that has been raised to the application of European 
contracts in the American context has been that the American railroads would 
throw away revenue through interrailway competition. However, since joint 
railway rate-making has been legalized by the Reed-Bulwinkle bill, the rate 
bureaus authorized by that bill could become the instruments for contract 
negotiation. For example, unanimous consent of carrier members in the bureau 
might be required as a prerequisite to the adoption of any contract. Since the 
rate bureaus in the United States under the Reed-Bulwinkle bill are largely 
organized according to technology, this would prevent the contracts from 
being used for intratechnological competitive purposes. 

The secret contracts of the European railways do offer a very substantial 
number of advantages. Any adoption of a contract rate system would need 
to be coupled with the relaxation or abolition of entry controls, and, paralle! 
to the European pattern, the contracts should be tested by the Commission 
against a standard of an improved financial situation. If there were a rever- 
sion to price competition, in the form of secret contract rates, in the place of 


"European managements employ notions of symmetry in their revisions of the pub 
lished tariffs. J. P. Carter, “The German Railways,” Land Econ, Nov. 1952, p 414 
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the present restrictive controls on entry in the form of the certificate of public 
convenience and necessity, then technological progress would not be stifled. 
Greater rate freedom for the carriers should be coupled with greater freedom 
of entry into the industry. Carriers would then be able to enter new fields to 
the extent that they could economically survive in those fields, instead of, as 
is the present technique, having to make an advance argument to government 
that their services are needed in the proposed fields. The usual criterion of 
economic need (that the business will be profitable) often cannot be demon- 
strated in advance, and would not necessarily be relevant to the proceedings, 
under the present philosophy, even if so demonstrated. 

Another, and probably more important, advantage of contract rates is that 
they do not throttle the initiative of management of either new or old carriers. 
Railway management is free to go after the business as best it knows how 
Fresh capital and initiative, if freed from the requirement of the certificate of 
public convenience and necessity, would be able to enter the transport busi- 
ness and to make out as best they could against the established carriers. The 
latter would also be able to protect their position, if it is economically justified, 
by making contracts through their rate bureaus. A provision would need to 
be made for the admission of newcomers to the rate bureaus, but the feasibility 
of such a provision has been demonstrated in the ocean shipping conference 
held. 

More directly from a carrier’s point of view there are a number of quite 
specific advantages. The contract rate system permits carriers to get revenue 
which they would not otherwise get. There might well be movements and 
revenues which would not occur at all with openly published tariffs. Carriers 
are likely, in any event, to obtain traffic and revenue which would otherwise 
go to competitive technologies of transport. 

If the contracts are properly managed, the additional revenue will exceed 
the additional costs occasioned by the new traffic. A careful analysis of incre- 
mental costs is vital at this stage. Furthermore, it is important to realize that 
incremental cost is not constant over time. The cost analysis must be revised 
from time to time, perhaps annually, and the contracts revised, if necessary, 
accordingly. Unfortunately, carriers everywhere are overwhelmed by the im- 
portance of full average cost, and too deeply impressed with the distance 
factor. 

A final advantage of the contract rate system is that it would restore to the 
carriers the responsibility for intelligent business management. Successful 
management would be rewarded by increased profits; on the other hand, un- 
successful management would no longer be able to escape responsibility 
through blaming the company’s troubles on government regulation. 

In fact, the European individual contract rate system is not so very different 
from the American commodity rate system. At a great many of our stations 
there will be only one shipper of each important item of traffic. Thus, for each, 
a specially tailored rate can be developed and published. But it is in publica- 
tion that the difference between the American and European systems lies. 
When the rate is published, the competitors of shipper and carrier know it. 
But not all carriers are, in our system, subject to the same requirements of 
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publication. Some, such as truckers of agricultural products, or bulk water- 
carriers, are quite unhampered by regulation. The contract rate is one way of 
offering partial rate freedom to the regulated carrier, and may well be prefer- 
able to subjecting presently uncontrolled carriers to the rigidities of regulation. 

Traffic managers in the United States may be hostile to any revision of the 
published rate system. Of 94 responses to a question of desirability of adopting 
even the published “agreed charge’ of Canada in this country, 78 per cent 
were negative. Even those commenting favorably were still concerned with 
the avoidance of discrimination, preference, and prejudice.'* 

Certain proposals of the Weeks Report, especially the modification of the 
long- and short-haul clause, would be a step toward the greater discrimination 
allowed by contract rates. But it is difficult for a seller to discriminate if he 
must publicize his discrimination. A conservative and piecemeal revision of 
our transport policy, such as contemplated in the Weeks Report, should not 
be adopted without at least considering some of the more radical alternatives, 
of which the secret contract is one. 

Secret contract rates would make transport pricing somewhat analogous to 
that of the new automobile market or the market for most industrial equip- 
ment and materials, in which a published list price serves as a maximum and 
almost every buyer receives a discount, secret and variable. “Chaotic” is the 
term of opprobrium applied to such markets, usually by sellers who find them- 
selves undercut by their competitors. But it is no longer clear that transport 
is so monopolized that consumers need protection; nor is it clear that what 
are essentially price-maintenance agreements should be retained in the in 
dustry; nor that transportation is so unique an industry that the specialized 
pricing rules of half a century ago need to be continued. 

J. P. Carter* 


*“Canadian ‘Agreed Charge’ Policy,” Railway Freight Traffic, Aug. 1955, pp. 17-18. 

* Associate professor of business administration, University of California, one-time 
Guggenheim fellow and Social Research Council fellow. The author is indebted to those 
foundations for making possible the underlying research, and to a great many officials of 
European railways who gave generously of their time. 


Share of Government in Gross National Product 
for Various Countries 


The postwar years have seen an enormous amount of work put into the 
computation of national income and fiscal statistics in nearly all countries of 
the world. This, together with the results of the energetic efforts of interna 
tional organizations toward standardization for intercountry comparisons 
makes possible a comparison of the share of governments in the gross product 
of nearly all the larger countries organized on a predominantly private 
enterprise basis. 

The total charges agains! gross national product at market prices are con- 
ceptually divisible into three shares after deducting depreciation: income from 
work, income from property (both items net of all payments to governments), 
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and government receipts. The third share, appropriately defined, comprises 
the share of government in gross national product at market prices. 
National income aggregates are now increasingly worked out within a sys- 
tem of national accounts. The consolidated government account comprises one 
of the accounts in the system. In the tables below, for countries with national 
accounts, the share of government conceived as the sum of all taxes, income 
from government property, profits of government enterprises, and nontax 
receipts of all levels of government (less subsidies), has been estimated from 
the consolidated government account. For countries without a system of ac- 
counts, indirect methods have been employed. (See Appendix for these meth- 
ods.) In so far as possible, the denominator used in computing the percentages 
shown in the tables was gross domestic product at market prices. For other 
purposes, some other aggregate—-gross national product, total available prod- 
uct or even national income—may be suitable as a denominator. The choice 
of gross domestic product (in contradistinction to gross national product) was 
due partly to statistical convenience and partly to the fact that for various 
reasons gross domestic product (outside of the United States) has emerged 
as the most extensively used aggregate among national income statisticians. 
(See Organization for European Economic Co-operation and United Nations 
sources cited in the Appendix.) 


SHARE OF GOVERNMENT LN Gross Domestic Propuct IN More 
DEVELOPED COUNTRIES 


J 


(Percent of Government Receipts to Gross Domestic Product at Current Prices. 
Countries Listed in Order of Their Postwar Averages.) 


Country 1948 1949 | 1950 | 1951 | 1952 | 1953 | 1954 


Postwar 


Average | 1938 


United Kingdom | 33 35 25 
Finland - | 32 | 3O a 0 31 19 


Netherlands 31 31 30 | 32 | 31 22 
France 28 3 WW 31 32 33 31 

Sweden 25 | 26 | 2 | 30 | 29 | 31 33 aI 19 
New Zealand 31 2 | 27 | 32 | 31 | 2 30 x0 23 
Norway 33 32 31 29 | 30 29 10 19 
Ireland 27 | 28 | 2 | 29 | 28 | 28 26 
Canada 26 25 25 | 28 27 | «27 27 27 18 
West Germany 28 | 28 28 27 

United States 24 as i @ 7 27 27 26 26 19 
Belgium 24 23 | 24 | 25 | 25 24 25 

Denmark 25 24 | 22 23 24 24 | 23 19 
Japan 23 31 23 | 22 21 | 2! 21 22 15 
Ven-zuela 21 | 22 | — | 21 | 21 21 
Switzerland 22 21 | 22 20 | 20 21 21 21 17 
Chile 19 21 20 21 23 21 188 
Italy 19 | 21 20 

Israel 18 20 19 

* 1940. 


Note: See Appendix for methods, sources, etc. 
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TasBLe IT.—-Suare OF GOVERNMENT IN Gross Domestic PRODUCT IN 
Less DeveLopep CountRIES 

(Percent of Government Receipts to Gross Domestic Product at Current Prices. 

Countries Listed in the Order of Their Postwar Percentages.) 


Country 1948 | 1949 1950 | 1951 | 1952 1953 Average 1938 
Ceylon 20 20 16 9 | 20 20 9 | 19 
Brazil 16 16 16 18 18 19 | 18 16° 
Cuba 14 14 i | 15 | 45 17 5 | 
Indonesia ; 14 16 15 14 
Burma 15 11 14 18 | 16 17 15 12 
Malaya | & 11 13 16 16 14 | 
Colombia 9 9 10 | 11 11 10 10 | 
Mexico 9 11 10 11 10 11* 
Pakistan 8 10 11 10 9 10 
Philippines 7 7 7 9 10 9 8 


India 8 | x 8 9 | 8 8 8 


* For Brazil 1940, for Mexico 1939. 
Note: See Appendix for sources, methods, etc. 


The main factor to keep in mind in interpreting the percentages in Tables 
I and II is not so much the quality of the data on the government share but 
that of the denominator, gross product. For nearly all countries, the data from 
the government budget are the most reliable portion of gross-product esti- 
mates. And though the latter have greatly improved in the past five years 
and are the best presently available, the errors are still considerable, especially 
for the underdeveloped countries. Small differences in the percentages between 
countries (except perhaps for the Scandinavian countries, the United States, 
Canada, Australia, United Kingdom, Netherlands, and one or two others) 
would not be significant. Nevertheless, the percentage differences between 
countries are sufficiently large to make the tables worth studying. 

Countries commonly regarded as more developed are in general included in 
Table I and the less developed in Table II. In the countries listed in Table I, 
the share of government in total charges against gross domestic product is 
one-fifth or more; in the countries in Table II, less than one-fifth. What may 
be termed semideveloped countries (Japan, Italy) occupy a middle position. 
As in all empirical material, one expects to find surprises. Venezuela, which is 
commonly regarded as an underdeveloped country, has an average of 21 per 
cent. The main reason for this is the large share of revenue from foreign coun- 
tries for oil production. Countries which are able to tax exports such as Ceylon 
(as well as Venezuela) tend to show higher percentages than their level of 
economic development would lead one to expect. Somewhat surprising is the 
position of the United States. By other indexes, such as per capita income, 
labor-force proportion engaged in agriculture, the importance of the noncom 
modity producing sectors, the size of the wage-earning class, the proportion 
of wages to national income, the United States usually shares the top of the 
list with the United Kingdom. It is difficult to explain the relatively low 
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percentage for the United States except in terms of the philesophy of laissez 
faire and private enterprise to which it adheres—at least to a greater degree 
than other developed countries—and to the greater productivity of its economy. 

Somewhat surprising also is the low percentage for India. The chief reason 
for this may be the inability of the central government to tax agriculture, 
which is the principal means of livelihood. Under the terms of the Indian con- 
stitution, the power to tax agricultural land, incomes, products, etc., was 
denied the central government and reserved for the local authorities.’ The 
share of the Indian central government in total governmental receipts was 60 
per cent in 1950. This is the lowest percentage found in Asian countries for 
which requisite statistics are available.’ 

On the whole, the underlying pattern discernible in the tables is that of a 
direct variation between the percentage share of government in gross domestic 
product and the degree of development of the economy, if one accepts the 
division of the countries between the two tables. The obvious, general ex- 
planation for such a relationship is the relative productivity of the economies. 
As an approximate tendency, the more developed the economy the greater its 
productivity. The greater its productivity the larger the relative margin of 
incomes above strictly physical subsistence, and the larger this margin, the 
greater, generally speaking, the potential taxable capacity of the economy. In 
a purely subsistence economy such as that of African communal tribes remote 
from the influences of Western economic penetration, the productivity of the 
economy is probably so low that the share of the government is lower than in 
any of the countries shown in the tables. The figure for Nigeria in the study 
by A. R. Prest and G. Stewart, National Income of Nigeria, is 6 per cent and 
P. Deane’s surveys of African village economies of Tonga and Lozi households, 
though admittedly approximate, suggest even lower percentages.° 

Underdeveloped countries like Ceylon and Venezuela with high percentage 
shares of government receipts are able to extract larger revenues than their 
level of productivity seems to warrant at the expense of the rest of the world. 
Due to a variety of reasons, they are able to tax their exports without destroy- 
ing their markets abroad. 

However, the foregoing explanation is weakened by the fact that the use 
to which government revenues are put, or the expenditure side of the state- 
ment, is not taken into account. Imagine, for example, a government which uses 
its entire revenue from existing taxes to purchase bread to be distributed free to 


*See U. K. Hicks, India, Public Finance Survey (United Nations, New York, 1951) 
pp. 48-39 


7In 1950, the central government’s share in Japan was 78 per cent, in Ceylon 92 per 
cent, in Malaya 77 per cent, in Indonesia 98 per cent, in Pakistan 62 per cent and in the 
Philippines 86 per cent. For Japan, between 1880-1900, the percentage exceeded 70 per 
cent. 


*The main conceptual difficulty in these studies is the problem of valuation, especially 
with respect to regional pricing. The income statistics of the Rhodesias show a higher per 
centage share of government. But in these countries the Westernized sector is considerable 
and the income of the purely indigenous sectors is a notional estimate. See also H. J 
Herskovitz, Economic Anthropology (New York, 1952), Part V. 
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its citizens in proportion to their tax payments. In this situation, it can con- 
tinue to levy new taxes without any difficulty. Clearly, there is a need to 
consider the nature of the expenditures, especially certain types of transfer 
payments, subsidies, etc., which go to maintain or add to current productivity. 
However, as a rough approximation, in the explanation discussed above it is 
assumed that the overwhelming part of government expenditures are what 
Kuznets designates costs of the social framework and are not a part of final 
product satisfying human wants. ‘This does not mean that such changes in the 
social framework may not facilitate greater production in the future; but then 
it will be accounted for when such greater production means a greater flow of 
goods to individuals.’’* Such expenditures, including also capital expenditures 
and large parts of those for education, health, sanitation, etc., are costs which 
either maintain current productivity or add to future productivity. Even in 
the case of certain types of transfer payments such as pensions to the aged 
and benefits to the unemployed, the payments go to individuals who are not 
participants in the productive activity of the economy. 

The percentages for each country during the postwar years are, in contrast 
to intercountry variations, remarkably stable. With the exception of Ireland, 
Netherlands and Australia, the percentages do not vary more than three per- 
centage points, with India and Puerto Rico showing no change as far as the 
postwar years are concerned. One may account for the stability in the rela- 
tion of the two components as follows. Assuming no changes in the structure of 
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taxes and their rates, changes in incomes will be directly reflected (even though 
not proportionately) in changes in direct taxes and income of government from 
property and entrepreneurship, while changes in output will directly affect 
indirect taxes. And these receipts make up nearly all of the share of govern- 
ment as defined in this paper, the major exception being property taxes. Tax 


*E. Lundberg, ed., Income and Wealth, Ser. I (Cambridge, England, 1951), p. 193. 
Emphasis mine. In a footnote, the above statement is noted to apply to government capital 
formation 
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laws do change; but in the short run, barring revolutionary upheavals, the 
changes in rates and structure are usually small and compensatory. Drastic 
changes meet with determined opposition from interested groups. 

The stability shown for the postwar years probably has existed for previous 
short periods under comparatively norma! circumstances, as the accompanying 
chart indicates (see Chart 1). The changes in the percentages as between pre- 
war and postwar periods may be grouped into three categories. In one group 
are countries where the percentage for 1938 is significantly smaller than any 
percentage shown for the postwar years; United Kingdom, Finland, Sweden, 
Norway, Canada, Netherlands, United States, Sweden, Switzerland and 
Japan. In these countries with few exceptions the percentages for 1938 are 
around 15 to 20 and these jump to 25 to 30. A second category of countries 
show little change between prewar and postwar: Brazil, Ceylon, Indonesia, 
Mexico, and, considering central government revenues only, Argentina (10 per 
cent), Thailand (10 per cent), Egypt (20 per cent) and Portugal. In the 
third category of countries, the magnitude of the changes in the two periods 
lies between the other two categories: Burma, Australia, New Zealand, Ireland 
and Chile. There were increases in the share of government but the increases 
were not as large as in the first group.° 

The first group of countries is largely made up of developed countries in 
contrast to the second group which is mainly composed of underdeveloped 
countries. These figures taken together with the chart suggest the hypothesis 
that in a developing economy, productivity of the economy during short-run 
normal years increases faster than the percentage share of the government. It 
takes a major event (wars, depressions, etc.) to raise government expenditures 
beyond previous levels and to force authorities to expand receipts beyond 
previous levels. But after the war, depression, etc., the percentage share of 
the government does not recede to the previous low levels. Apparently, the 
spending needs of the government are inexhaustible and once sources of 
revenues are opened up, ways of spending them are easily found. This sug- 
gests that the major constraint on total government activity is not the ex- 
penditure side of its account but its revenue side, even for developed countries. 
(During an abnormal period, large-scale borrowing is possible.) 

For underdeveloped economies, changes in productivity proceed slowly and 
even major events cannot succeed in raising the share of government ap- 
preciably. With slow changes in productivity, there is little tendency for the 
share of government to lag behind productivity. This may be seen in the 
early figures for the United States, United Kingdom, and Norway. The per- 
centages do not vary much and even wars prior to the first world war do not 
make an appreciable dent in the level of the government’s share in gross 
produtt. 

For each country in the chart, the historical drift of the percentage share 
of government is upward. Note that the share for the United Kingdom is 
considerably higher than the others. The percentage share of the Japanese 


* Participation in the war was a factor necessitating a greater share for government for 
those countries actively engaged 
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government in the 1880’s is around 10 to 15 per cent.® Even if 10 per cent 
is used, Japan’s share around 1880 is very high, as high as the percentages 
for the United Kingdom. The economy of the United Kingdom in 1880 was 
a highly industrialized one with railroads, steamships, factories, scientific agri- 
culture, etc. Industrialization in Japan in 1880 had hardly begun, with very 
few factories and hardly any railroads; it was for all intents and purposes a 
feudalistic economy, predominantly agricultural. For its government to extract 
a share as large as 10 per cent or more from such a low-productivity economy 
would seem to involve extreme sacrifices on the part of the peasantry—sacri- 
fices which could only be induced by repressive measures. This need for a 
large government share may explain in part the authoritarian character of the 
Meiji government.? 

Limitations on the foregoing discussion (other than statistical) should be 
indicated. The generalizations suggested are valid only in a broad sense. They 
have been derived from global aggregates. It is obviously necessary to go 
beyond such global totals, to differentiate between types of receipts (indirect 
and direct taxes, property incomes, enterprise incomes, fees, fines, etc.) and 
levels of authority (central, state, municipal, village, etc.). More important, 
the expenditures of the government should be taken into account and related 
to the receipts of government. If the expenditures could also be divided into 
sector destination, a consolidated government account might be obtained which 
would show the flow of funds from the sector of origin to the sector receiving 
the funds. Such a scheme, together with a classification by types of receipts 
and expenditures and a functional classification of expenditures might be 
useful for developmental purposes in the case of the underdeveloped countries. 
The increasing availability of global statistics, national income and product 
and consolidated government accounts, will in time make available a broad 
statistical framework for the detailed study of government activities. 


APPENDIX 


Domestic product as distinct from national product measures the nation’s 
product without deduction of output corresponding to property income going 
to nonresidents (less property income received from abroad). More appro- 
priate than gross product would be net domestic product, which is exactly 
divisible into the three shares: income from work, income from property and 


*If K. Ohkawa’s national income estimates (raised 3 per cent for depreciation) are 
used, the share is closer to 15 per cent. If the total computed by the writer in another 
paper is used, the share is closer to 10 per cent 

™See also M. Abramovitz, ed., Capital Formation and Economic Growth (New York, 
National Bureau of Economic Research, 1955), pp. 244-46. The stability of the percentages 
for any given country suggests something about the reliability of the gross product esti- 
mates. For Japan, these estimates from 1930 to the present are known to be more reliable 
than any available estimates before 1930. While the government's percentage share is stable 
for the 1930’s and 1950's, it is highly unstable for the period before 1930. This may be 
due partly to the unusual importance of land taxes whose yields were largely insensitive to 
gross product changes. The percentage for Brazil in Table II seems also rather high and 
that for Mexico somewhat low. Gross product estimates for the former may be too low 
and for the latter too high 
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the share of government. But depreciation estimates are more or less arbitrary 
for most of the underdeveloped countries. Valuation of product at factor cost 
is not suitable since it excludes indirect taxes which are a large part of the 
share of government. This share defined to exclude indirect taxes becomes a 
somewhat arbitrary magnitude as far as the purpose of this paper is con- 
cerned. 

However, in market-price valuation, subsidies are deducted from indirect 
taxes; the total share of government could be better compared by using as 
denominator a total which includes subsidies. Since subsidies are as much a 
part of factoral income of recipients as any other income, they should be left 
in the share of the recipients; and since the measure of the government share 
should include all indirect taxes subsidies should not be netted out in the valua- 
tion of gross domestic product. This would give an aggregate equal to gross 
domestic product at market prices plus subsidies. However, statistically, sub- 
sidies make very little difference and for this study the adjustment was not 
thought worth making." 

The share of government in gross domestic product at market prices may be 
represented in the consolidated government account as follows: 


Payments Receipts 
Government expenditure on goods and Indirect taxes 
services Direct taxes 

Subsidies Income from property 
Interest on public debt Profits of government enterprises 
Transfer payments Nontax receipts 
Surplus (or deficit) 

Total payments Total share 


In this study, only the receipt side of the account needs to be defined. In 
general, the definitions employed are those found in the United Nations’ A 
System of National Accounts and Supporting Tables (New York, 1953), p. 
36, which are also those used in the standardization by the Organization for 
European Economic Cooperation. 

Indirect taxes: taxes on goods and services chargeable to business expenses 
and taxes on the possession or use of goods and services by households. Spe- 
cifically these are import, export and excise duties, local rates, entertainment, 
betting and sales taxes, licenses, stamp duties, vehicle taxes, etc. Real estate 
and land taxes are also included if they are not merely administrative devices 
for the collection of income taxes, as in Asian countries. 

Direct taxes: all taxes other than indirect. They include income taxes, 
surtaxes, and social security contributions. 

Income from property: rent, interest and dividends accruing to the govern- 
ment from the ownership of property. 

Profits of government enterprises: the profits of all such enterprises except 


* Gross domestic product ‘at market prices plus subsidies adds a duplicative item to gross 
product. But for the purposes of real product measurement over time or between countries, 
the conventional total, gross product at market prices, is not devoid of a significant amount 
of duplication. See S. Kuznets in Income and Wealth, Ser. I, op. cit. 
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those of government monopolies such as those for tobacco and alcohol. The 
profits of the latter are included in indirect taxes (or subsidies, when nega- 
tive.) The line between the two types of enterprise is difficult to draw and in 
general all others are included here. Government enterprises are defined as 
units which are financially integrated with general government. 

Nontax receipts: these exclude sale of existing assets and include fees, 
fines, penalties and similar charges. In the UN system, a small portion of these 
are regarded as household consumption expenditures and are excluded. For 
the purpose of this paper, it is best to treat all of these as government receipts. 
(But the sum involved is thought to be small.) 

In the UN system, capital levies, inheritance taxes, and the like are ex- 
cluded from government receipts on the ground that they are not paid out 
of current income. For the purpose of this paper, these are included in direct 
taxes. 

Government is defined to include, besides central, state and local authorities, 
various other entities such as social security boards, funds, agencies, etc., 
where compulsory contributions are involved. (See UN System, pages 11 and 
12 where government enterprises are defined as distinct from public corpora- 
tions. ) 

On the basis of these definitions, both the UN Statistical Office and the 
OEEC have undertaken the task of standardizing government statistics and 
national accounts. However, the standardization has not advanced very far 
with respect to a number of underdeveloped countries. 

For most countries in Tables I and II, the data on the share of government 
has been taken from consolidated government accounts in the national income 
publications. (These publications are cited in the UN’s Statistics of Income 
and Expenditures, Series H, No. 9 |New York, 1956].) The exceptions are 
as follows. For Finland, West Germany, Venezuela, Switzerland, Israel, Chile, 
Italy, Brazil and Ceylon, the data have been obtained from government budg- 
ets as published in the official statistical yearbooks of each country. Since 
these budgets for various levels of governments were not consolidated, inter- 
government transfers were deducted. Receipts from sale of property, gifts, 
borrowing, proceeds of loans, carryovers from previous years and similar 
items were deducted. Wherever possible receipts from government enterprises 
were taken on a net basis. On the whole this approach tends to overstate some- 
what the share of government since a small part of transfer payments and 
capitals receipts were difficult to eliminate. A slight modification was adopted 
for Cuba and Pakistan for which local government revenues were not available. 
Income originating in local governments was substituted for their receipts. 
The resulting understatement is thought to be slight for these countries. 

Gross domestic product statistics in Tables I and II were taken from Gen- 
eral Statistics, Nov. 1955, published by OEEC (for most of the European 
countries), and from the Statistics of Income and Expenditures, Series H, Nos. 
8 and 9, and in a few cases from the official national income publications. Net 
totals for Pakistan and India were raised 4 per cent for depreciation. Ar- 
gentina, Thailand, Egypt, Turkey and Greece were omitted from the tables 
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because local government statistics were not available. The Rhodesias were 
excluded because income of the indigenous tribes was notional. 

The data underlying the chart were taken from the following sources: for 
the United Kingdom gross national product, from the paper by J. B. Jeffreys 
and D. Walters in /ncome and Wealth Series V, National Institute of Eco- 
nomic and Social Research, Reprint Series No. 6 (London, 1956); the share 
of government from budget statistics in the various issues of the Statistical 
Abstract of the United Kingdom. Yor the United States, gross national product 
for 1902 from R. Goldsmith, A Study of Savings, Vol. 3 (Princeton, 1955), 
extrapolated to 1890 with the national income series of the National Indus- 
trial Conference Board. Share of government for 1890, 1902 and 1913 from 
Historical Statistics of the United States, Census Bureau. All data from 1929 
on from Commerce Department national income accounts. For Norway from 
Nasjonalregnskap, 1900-1929, 1930-1948 (Central Bureau of Statistics, Oslo, 
1953, 1952). For Canada, from National Accounts, 1926-1950 (Ottawa, 
Dominion Bureau of Statistics, 1952). 

Mimeographed copies giving further details as to sources and concepts to- 
gether with the absolute figures for the government share underlying Tables 
I and II and all figures for the chart are available to readers who may wish 
to write for them to the author, Food Research Institute, Stanford University, 
Stanford, California. 

Harry T. OsHimMa* 


* The author is a member of the research staff of the Food Research Institute, Stanford 
University. The paper was read and criticized by Rosamond Peirce, statistician, Food Re- 
search Institute. 


An Estimate of the Tax Element in Soviet Bonds’ 


It has long been common knowledge among students of Russian affairs that 
government sale of bonds to the Soviet population is not accomplished on a 
completely voluntary basis. To the extent that sales are compulsory, of course, 
a tax element is introduced. The use of compulsion by a government to achieve 
economic ends can usually be defined as involving a tax upon individuals, 
though typically the relationship is not as obvious as in the case of forced 
loans. A method of estimating the amount of tax in the case of Soviet forced 
loans will be indicated below. 

The Soviet so-called “mass-subscription” loans have been sold to workers 
and peasants at their places of work since 1927. Payment is typically made 
in 10 equal monthly installments in the form of wage-withholdings. The bonds 
pay a nominal annual interest return which amounted to 13 per cent in 1927 


‘The data and institutional information which provide the background of this paper are 
taken from Soviet sources cited in this writer’s Soviet Taxation: The Fiscal and Monetary 
Problems of a Planned Economy (Cambridge, Mass., 1955), Ch. 8, 

* The draft of citizens into the army, for example, can be viewed as constituting a tax in 
kind equal in value to the difference between civilian and army pay. 

*The bulk of bonds have been sold to workers, however. In the discussion which fol 
lows, we will be primarily concerned with purchase by workers. 
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but which has steadily declined and stands now at 2 per cent. Since the early 
thirties the interest on bonds has been discharged primarily in the form of 
lottery winnings. In the ’thirties, everyone was the winner of at least one 
lottery during the life of the bond. Today, only one out of every four bond- 
holders wins a lottery prize—but it is a much larger prize—the rest receive 
back their principal at the end of 20 years (in the early ’thirties, 10 years) 
with no interest. The prizes are highly differentiated ranging, today, from 
200 rubles to 100,000 rubles on a 200-ruble bond.* Lottery winners simul- 
taneously recover their principal; otherwise the bonds are not redeemable 
until maturity.® The introduction of the lottery element as well as the gradual 
shift to fewer winners and larger prizes was undoubtedly for the purpose of 
making the bonds a less unattractive investment to the Soviet captive-sub- 
scribers. The experience of many countries with lotteries of this kind had 
demonstrated their popularity with the public (at least when the bonds were 
sold on a voluntary basis.)° 

The ‘‘forced’’ character of Soviet loans can be deduced in a number of ways. 
We do have one source of direct information however: former Soviet citizens 
now living outside the U.S.S.R. report rather consistently that strong pres- 
sures are exerted on workers to subscribe from 2 to 4 weeks salary every year.’ 
Less directly, it seems highly unlikely that a people with a standard of living 
as low as the Soviet standard of living would be willing to invest roughly 5 
per cent of personal income every year in bonds not redeemable before ma- 
turity or at least not before a lottery is won.* This decision would be difficult 
enough to understand if the Soviet government made no other claims upon 
the citizenry. In fact, however, the Soviet tax burden is the highest in the 
world and claims about 50 per cent of personal income every year apart from 
sales of bonds.” That more than one-quarter of the taxes collected are spent 


*A. V. Bachurin, Finansy i kredit SSSR (Finance and Credit in the USSR) (Moscow, 
1953), p. 210. 

* Assume, for example, that the Soviets issue a 1 million ruble 2 per cent 20-year loan 
which is subscribed to by 10,000 persons each purchasing a 100 ruble bond. The total annual 
interest due would be 20,000 rubles or an average of 2 rubles per person. Under present 
lottery arrangements, however, the entire amount is divided up among one-eightieth of 
the subscribers or 125 persons who receive an average of 160 rubles each, with some getting 
considerably less and a few considerably more, depending on the draw. After 20 years, 
2500 persons would have won prizes and have had their bonds retired; the remaining 7500 
would receive back their 100 rubles principal without interest. 

*The most recent entrant in the field of government bond-lotteries is Great Britain. The 
forthcoming British lottery was announced in the spring, 1956 by the then Chancellor of 
the Exchequer, Sir Harold MacMillan 

" Available aggregative data on value of bonds purchased by the population and on 
total personal income indicate the reliability of these informants at least with regard to 
the “2 to 4 weeks salary” figure. We have no way of checking directly their statements 
about the existence of “pressures. ’ 

*In 1940, for example, bond purchases totaled 9.2 billion rubles or 5.5 per cent of a 
total personal money income of 236 billion rubles. Cf. Soviet Taxation, pp. 251-52 

*Cf. Soviet Taxation, p. 253; F. D. Holzman, “The Burden of Soviet Taxation,” Am 
Econ. Rev., Sept. 1953, XLIII, 561. Of course, the level of taxes and the standard of living 
are not entirely independent causes of a low voluntary savings function. However, even if 
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every year on education, health, old-age pensions, and other things of this 
nature for which people in capitalist countries typically put money aside, fur- 
ther reduces the population’s propensity to save. 

The serious price inflation which engulfed the Soviet economy from 1928 
to 1948 would have been sufficient to have discouraged purchases of bonds in 
the absence of all other deterring factors. Retail prices of goods and services 
purchased by the population rose roughly 6-fold from 1928 to 1937, and 18- 
fold from 1928 to 1948.'" Despite the high nominal rate of interest ranging 
from 13 per cent in 1927 to 8 per cent in the early ’thirties, the real rate of 
interest must have been negative for all years before 1948 with the exception of 
1927 and perhaps 1928, at which time the inflation was just getting started. 
For the average price increases over these years were 22 per cent compounded 
annually from 1928 to 1937 and 14 per cent from 1928 to 1948." 

As an investment, the attractiveness of the mass-subscription bonds must 
have been still further reduced by the currency conversions of 1930, 1936, 
1938 and 1947. In the first three of these, all outstanding bonds were recalled 
and reissued at lower interest rates and with more distant maturity dates. 
The conversion of 1947 was part of the more general currency reform of 
December of that year. The provision with respect to mass-subscription bonds 
outstanding was for the conversion of all outstanding issues, regardless of when 
they had been purchased, to a new 2 per cent 20-year loan at a ratio of three 
old bonds for each new bond. 

In the late ‘twenties, though the bonds were obviously sold on a compulsory 
basis, the burden of purchase was probably somewhat lightened by the real 
enthusiasm that many workers felt for the five-year plan as the road to social- 
ism and to a better way of life. As revolutionary ardor cooled and the standard 
of living in the ’thirties fell and remained below the 1928 level, it seems 
likely that the salutary effects of this factor were attenuated. 

Two other phenomena are indicative of the compulsory nature of these 
loans. First, despite the fact that the bonds are obviously not a desirable 
form of investment, the flotations have always been oversubscribed and usually 
within a few days of the issue date. For example, the loan of 1953 was reported 
by the Soviets to have been oversubscribed in 4 days.’* Second, in addition to 
‘‘mass-subscription” loans, the Soviets also have so-called “cash” loans—gov- 


Soviet taxes were no greater than in other nations, it seems dubious that tne standard of 
living would be sufficiently high so that the people would annually invest 5 per cent of 
their income in bonds 


” These figures are taken from Janet Chapman, “Real Wages in the Soviet Union, 1928 
1948,” Rev. Econ. Stat., May 1954, XXXVI, 143. Mrs. Chapman computes a series of 
estimates based on different weighting systems. I have taken simply a crude average of her 
results. Naum Jasny’s estimates of a worker’s cost of living in the USSR correspond rather 
closely to the higher of Mrs. Chapman's estimates. Jasny’s estimate for 1940 shows roughly 
a 50 per cent increase in cost of living relative to 1937, Cf. his The Soviet Economy During 
the Plan Era (Stanford, 1951), p. 58 


“ The existence of a negative real rate of interest is probably a sufficient explanation of 
the refusal of the Soviet government to convert bonds freely. 


™ New York Times, June 10, 1954, p. 7 
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ernment bonds much like our “E” bonds which can be purchased at state 
banks by anyone at any time. Needless to say, these bonds are not great 
sellers, and the few which are sold probably go to higher-paid government 
functionaries, factory managers, and successful artists. The obviously volun- 
tary nature of the “cash” loans highlights the compulsory character of the 
“mass-subscription” loan. 

The tax element in the compulsory sale of a bond is defined as follows: 


Um 
P,/P. 


T is the absolute amount of tax. 

V, is the present value of the bond at its nominal or stated rate of 
interest. 

V,, is the present value of the bond at the market rate of interest’’ on 
the assumption that the purchaser expects no change in consumers’ goods 
prices over the life of the bond. 

P,/P, is the price index of consumers’ goods which the bondholder, at 
date of purchase, expects to prevail in the year when the bond matures. 


Let us assume now that in the early ‘thirties a worker is forced to buy a 
100-ruble 10-year 10 per cent bond. The nominal present value of such a 
bond is 39 rubles'* and this is the amount the worker had to hand over to the 
state. The amount which he would have been willing to have paid for such 
a bond would have been much less, of course, though presumably the bonds 
would have sold on a voluntary basis had the interest rate been sufficiently 
high (i.c., the present value sufficiently low). The market rate of interest 
tended to be higher than the nominal rate carried on the government bonds 
for the following reasons: (1) low income, (2) expectation of further inflation, 
(3) possible expectation of further “conversions,” and (4) nonnegotiability, 
which made it impossible to avoid risks connected with (2) and (3) as well as 
all other risks. 

We can be quite sure that the market rate of interest must have been higher 
than 10 per cent in the ’thirties because of the low income and nonnegotiability 
factors alone. This is deduced as follows. There was no inflation, and probably 
no expectation of inflation in 1927; nor is it likely that there was any expecta- 
tion of a bond conversion since the first of these occurred in 1930. Neverthe- 
less pressure had to be brought to bear upon the population to subscribe to 
bonds carrying a nominal rate of interest of 13 per cent. This implies that 
the market rate for household savings must have been higher than 13 per 
cent at the 1927 level of income. During the ’thirties, however, the level of in- 
come of the population was certainly below that of 1928, and probably also of 


“By market rate of interest we mean that hypothetical rate of interest at which the 
Soviets could just sell to the population in a free market and on a voluntary basis their 
entire flotation of bonds. As indicated, however, for analytical purposes we exclude the 
effect on the interest rate of the expectation of rising prices 


* All present values are rounded to the nearest ruble 
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1927;'* hence the demand for bonds in the ’thirties must have been still lower, 
and the implied market rate of interest still higher, than in 1927. While it 
is obviously impossible to determine the rate of interest on bonds which would 
have prevailed had there been a free market, it seems conservative in light of 
the facts mentioned to suggest a minimum rate of 15, or even 20 per cent. Now 
the present value of a 100-ruble 10-yéar 15 per cent bond is 25 rubles, and 
of a 20 per cent bond, 16 rubles. So even abstracting from the expectation of 
inflation which prevailed, the tax on Soviet bondholders amounted at least to 
from 14 to 23 rubles out of the 39 rubles paid to the state. 

The tax element is much greater, of course, if inflation and the expectation 
of further inflation are taken into account. Let us assume that the expectation 
of inflation in the ’thirties corresponded with the degree of inflation which 
actually prevailed from 1928 to 1937, ie., a 600 per cent increase in prices 
over the 10-year period. In this case, workers would not have been willing to 
pay 16 or 25 rubles for the bond under discussion, but only this amount de- 
flated by the six-fold price increase, viz. 224 or 41% rubles. The tax element 
increases then to 34% and 36% rubles out of the 39 rubles handed over to 
the state. In other words, the tax amounts to 89 and 93 per cent of the price 
of the bond. If expectation of further “conversions” could be quantified, the 
tax element in the sale price of bonds would, of course, be increased still 
further. 

Further estimates may be made to take account of changes both in economic 
conditions and in the terms of sale of the bonds during the ’thirties. Thus, the 
nominal rate of interest dropped from 10 to 8 and then 4 per cent; the life of 
bonds was lengthened from 10 to 20 years;** inflation proceeded unevenly; the 
lottery principle was introduced and may have increased somewhat the desir- 
ability of the bonds."’ A crude indication of the effect of changes in some of 
the factors mentioned is shown in Table I: 


TasLe I.—Tax ELement as Per Cent or Computsory Purcnase Price (7/V;) 


; Expected 10-year price rise: 200%, 00% 
Nominal or stated | 7 


rate of interest 


| Market rate of interest: 15 


67.9 
72.8 


"It is now generally conceded that the standard of living of the population which fell 
sharply for 4 years after the first five-year plan was put into effect in 1928, did not recover 
in the ‘thirties to the 1928 level. Mrs. Chapman’s estimates indicate that the real wage of 
workers in 1937, before direct taxes and bond purchases, was from 58 to 82 per cent of 
the 1928 level (op. cit., p. 146). And 1937 was probably the best year of the ’thirties for 
the consumer 

“This was offset at about the same time by the introduction of lotteries. Since lottery 
winners’ bonds were retired and since everyone eventually won a lottery, the average life 
of the 20-year bond was 10 years. 

“ The favorable effect on the implicit market rate of interest of the lotteries was offset 
in part, if not entirely, by the declining enthusiasm of the population, the rising rate of 
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If our assumptions are reasonable, then at best, the tax element must have 
amounted to more than two-thirds of the price of bonds in the ’thirties; at 
worst it amounted to almost the entire price of the bond, i.¢., the sale of bonds 
was virtually equivalent to the collection of taxes. 

Since the currency reform of 1947, conditions have improved considerably 
and the element of tax in Soviet bonds has probably been reduced substantially. 
True, the mass-subscription loans are still, apparently, forced upon the 
population,’* the nominal interest rate has declined to 2 per cent, bonds are 
still neither marketable nor redeemable upon demand and the standard of 
living is still low.’* On the other hand, however, the income and standard of 
living of the population have risen steadily and fairly rapidly over the past 
10 years,*” probably generating a genuine desire to save among some elements 
of the population. Even more important, the bonds are a better investment 
than before because inflation has been halted. In fact, a planned deflation has 
been in effect since 1948 and prices are currently at less than half of the 1947 
level.*? Finally, there have been no conversions since 1947. 

Suppose, for example, that the implicit market rate of interest has fallen to 
15 per cent abstracting from price expectations, and that the expectation of 
bondholders is for prices to fall to one-half of the present level over the next 
15 years (the expected life of a 20-year bond issue, 25 per cent of which is 
retired before maturity). Given the 2 per cent rate carried by new Soviet bonds, 
the tax element works out to 39 per cent of the present value of the bonds. If 
the market rate of interest were assumed to have fallen to 10 per cent the 
tax element would be reduced to 5 per cent. In my opinion, the market rate, 
abstracting from price expectations, is not likely to have fallen by so much. 
Incomes at present, while rising, are hardly above the 1928 level. 

The decline in the tax element in Soviet bonds may be responsible for the 
reduced Soviet reliance on bond sales in recent years. In particular, the issues 
of 1953 and 1954 were only one-half those of 1951 and 1952. Bond sales were 
stepped up again in 1955 to meet growing inflationary pressures generated 
by the reinstitution by Bulganin and Khrushchev of the traditional policy of 
emphasizing industrial development at the expense of the consumer. 

ApbENDUM: Pravda reported on April 10, 1957 Khruschev’s speech of 
April 8 proposing to the Soviet people that the Soviet government stop pay 


taxation, and the increasing provision of free medical and educational services to the popu 
lation 

* This seems quite clear from the fact that when flotations of 1953 and 1954 were re- 
duced to 15 billion rubles after having been at 30 billion in 1951 and 1952, there was no 
attempt by the population to “over-subscribe” to the tune of 15 billion rubles 

‘The expectation of redemption before the end of 20 years is also less at present than 
in the ‘thirties since only 1 out of every 4 bondholders can expect to win a lottery. On the 
other hand, this disadvantage may be offset by the possibility, though lower probability, of 
winning a larger prize, and by the effect of the planned deflation (below) 

” Peter Wiles, “Retail Trade Prices and Real Wages in the U.S.S.R.,” Bull. Oxford Univ 
Inst. Stat., Dec. 1954, XVI, 373-92 

* Cf. Narodnoe khoziaistve SSSR (National Economy of the USSR), (Moscow, 1956), 
pp. 210-11. 
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ment, for the next 20 or 25 years, of both principal and interest on the 260 
billion rubles worth of “mass-subscription” bonds outstanding. Furthermore, 
he proposed that beginning in 1958 sales of bonds to the population be dis- 
continued with the exception of the so-called “cash” or “freely circulating” 
bonds. The discontinuance of sales of “mass-subscription” bonds is easy to 
understand in light of the decline or elimination of the tax element in the 
bonds. The (what appears to be a) default is a drastic step and is hard to 
understand at the present time in the absence of overt crisis and in view of 
the fact that the service burden is slight and will continue to be slight until 
1968 when the first of the bonds outstanding, aside from lottery winners’ 
bonds, are due for retirement. 
FRANKLYN D. HoLzMAN* 


* The author is associate professor of economics at the University of Washington 
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On the History and Method of Economics—Selected Essays. By FRANK H. 
Knicut. (Chicago: University of Chicago Press. Pp. viii, 309. $6.00.) 

The habit of celebrating the birthdays, or the retirement, of valued aca- 
demic figures by the publication of a Festschrift is one which springs from 
motives which are to be highly commended. But the results are often to be 
deplored. Who does not know them, those forlorn tomes with their pious dedi- 
cations and their pathetically miscellaneous contents? Apart from the honored 
recipients, whom we must assume to be moved by a deep sense of obligation, 
who reads them? Who remembers what they contain? For the most part, 
unless they are republished elsewhere, the tributes are almost as ‘ust as the 
verses which, so we are told, were thrown by the assembled poets into Edmund 
Spenser’s tomb. 

The friends and admirers of Frank Knight have adopted an alternative 
method which, it is to be hoped, will be widely imitated. Instead of present- 
ing the individual to be honored with a heterogeneous collection of other 
people’s writings, they present him with a homogeneous collection of his own, 
thus indicating the value they set on his thought and taking effectual steps to 
bring it further to the notice of the public. Where Frank Knight is con- 
cerned, this has happened three times, with the result that in the collections 
thus assembled, The Ethics of Competition (New York, 1935), Freedom and 
Reform (New York, 1947), and the present volume, there have been pre- 
served for posterity and made readily accessible for the use of students some 
of the most valuable contributions to the thought of our time, which otherwise, 
by reason of the innate diffidence of their author, might have remained for- 
ever dispersed in the comparative obscurity of the files of old journals. It is 
a service for which we should all be grateful to the successive generations 
of his pupils who have been responsible. 

The History and Method of Economics is divided into four parts. The first 
two deal with history and contain, respectively, a long article on “Economics” 
from the 1951 edition of the Encyclopaedia Britannica and a collection of 
critical dissertations on Ricardo, Wicksteed and Sombart. The third con- 
tains a collection of articles on method; while the fourth contains two 
papers, a presidential address to the American Economic Association and 
another, which also touch on method but which are perhaps more concerned 
with certain ultimate questions of value and conduct. 

The leading feature of the historical sections is the long essay on the 
“Ricardian Theory of Production and Distribution.” Here the object is 
avowedly not so much to give a sympathetic exposition of the origin and 
history of the system under discussion as to make it the subject of critical 
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analysis designed to exhibit what in the author’s opinion are “correct” 
(F.H.K.’s quotes) views. In this, I think, it is outstandingly successful. It is 
much easier, after reading this commentary, to understand what its author has 
been trying to elucidate in his own more positive statements; and the future 
historian of thought will do well to read it in conjunction not only with Risk, 
''ncertainty and Profit but, even more, with more recent contributions to the 
theory of capital and interest. At the same time, while there is certainly no 
very strenuous attempt to discover what core of local and temporal justifica- 
tion may inhere in the various propositions under review, I would not say that 
the criticism, which is very severe, usually goes beyond the bounds of a 
degree of simplification legitimate for the purpose in hand. 

There is one exception to this, however. I cannot believe that it is even 
approximately correct to argue, as Knight argues, that the “Classical econo- 
mists give no picture of a system of prices and practically no hint of a system 
of economic organization worked out and directed by price forces” (p. 41). It 
is true that there were many details left for subsequent generations to fill in. 
But surely it was just such a picture—a picture of the division of labor in 
relation to the market--which was the great achievement of the classical sys- 
tem-—an achievement which will endure long after its more detailed proposi- 
tions have been shown, either to be just wrong, or to belong to the category 
of very special cases. I cannot help thinking that in stating this alleged “aber- 
ration” of the classical system, Knight was thinking almost solely of Ricardo’s 
Principles, which avowedly is confined chiefly to problems of value and dis- 
tribution; and was forgetting not only that “Ricardo’s own great master” is 
specifically included in his preliminary statement of the extent of the system 
under criticism (p. 37), but also that in the masterly (and much more tolerant 
and conciliatory) general account of the history of economics with which the 
collection opens, he refers to the “thoughtful men who, with Adam Smith’s 
picture of the mechanism of organized economic life in their minds” (p. 10), 
attempted to explain the phenomena of agricultural prices, rents and rates of 
profit and interest in the period after the Napoleonic Wars. 

For many readers the main interest of this volume will reside in the section 
which deals with method. It is not easy to define the peculiar excellence of 
Knight’s contribution to this field. It is a matter on which any short statement 
must almost necessarily be wrong, and almost certainly distasteful to the 
distinguished author, whom, with the compilers of this collection, I am 
especially anxious to please. Indeed I can conceive a contention that perhaps 
its chief value lies in the process of assimilating it, of having one’s nose 
rubbed against the ultimate questions and being made to appreciate how 
difficult they are. But there are perhaps two features which lend themselves 
to special mention. 

First, comes his emphasis both on the value and on the limitations of 
purely economic explanation. Here, from his first work in this field, the 
memorable essay on “The Limitations of Scientific Method in Economics” in 
the Tugwell symposium, The Trend of Economics (New York, 1924), Knight’s 
attitude has had a double aspect: in conversation (so to speak) with his 
fellow economists, admonitory, sceptical, at times even nihilistic; in debate 
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with unwary practitioners of other disciplines, conservative, constructive, elu- 
cidatory—a defensive advocate who wins every time because he never over- 
states his case. It is difficult to imagine more salutary reading for the cocksure 
economist than the essay, reprinted in this volume, on “Statics and Dynamics,” 
or for the cocksure critic than the few pages devoted to Maclver’s strictures on 
economics in the essay on “Social Causation”’ (pp. 143-46). 

Secondly, and in my judgment even more important, is his continual in- 
sistence on the special nature of the problems of the social sciences, con- 
cerned as they are with individuals who are capable of learning and acting on 
the basis of such learning, rather than with unreflecting entities. No one has 
so successfully waged war upon the position that “since natural objects are 
not like men, men must be like natural objects” (p. 122). Yet few have 
adopted a more catholic approach to social studies in general which, while 
vigorously rejecting pure positivism, insists continually that “any rational 
attack upon the problems of knowledge and action, in connection with human 
and social data, must at least provisionally rest upon a pluralistic conception 
of the subject matter” (p. 122). We may single out the beautiful essay on 
“Social Science” with which this part of the series begins, as an example of 
the positive aspect; the devastating critique of Lundberg (the sociologist, not 
the economist) with which it ends, of the negative aspect of this attitude. 

The papers of the last section, as indicated above, are chiefly concerned with 
questions relating to purpose and objectives. Indeed it would not be altogether 
fanciful to regard them as Knightian variations on the theme of the famous 
Gauguin mural—“D’ou venons-nous? Que sommes-nous? Ou allons-nous?” 
Somewhat surprisingly, the text of his admirable presidential address is 
Talleyrand’s “Le seul bon principe est de n’en avoir aucun” which, even 
more surprisingly, F.H.K. rewords as “The right principle is to respect all 
the principles, take them fully into account, and then use good judgment as 
to how far to follow one or another in the case in hand” (p. 256). Not per- 
haps a very cut and dried solution for any eager souls who, attracted by the 
title—‘“The Role of Principles in Economics and Politics”—-had turned up 
hoping for simple guidance; but extraordinarily characteristic of the author, 
with his salty wit, his candor, his modesty, his hatred of nonsense, his love 
of truth and his passionate desire—-to use his own inveterate habit of quota- 
tion marks—‘to talk it out” and to give the poor wretched type, man, the 
one chance in ten that his better perceptions and his powers of reason make 
possible. 

LIONEL RobBINS 
London School of Economics 


Economic Commentaries. By Dennis H. Ropertson. (London: Staples 
Press, Ltd. New York: John de Graff, Inc. 1956. Pp. 174. $3.75.) 
With one exception, these “Commentaries” have all been printed before. 
The exception represents two lectures given in Denmark in 1955 and deals 
critically with some of the recent developments in price theory. 
The ten papers comprising this slender volume have been appropriately 
divided into two parts. Part I is intended for professional economists and 
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deals with problems of formal theory: the theory of pricing, the measurability 
of utility, some issues in interest theory, and “Thoughts on Meeting Some 
Important Persons,” which, as those who read the original article may recall, 
turn out to be autonomous investment, the Domar-Harrod growth equation, 
and the idea that saving may generate its own investment—all notions for 
which Sir Dennis humorously claims some spiritual parentage. 

Part II is concerned with broader policy issues: the postwar business cycle, 
sterling convertibility, wages and inflation, the economist’s role in policy 
recommendations, and the “art of earstroking” (i.e., the use of government 
persuasion to achieve results which Robertson believes could be better brought 
about by the working of relatively free markets within an appropriate legal 
framework). 

Virtually all of these papers are lectures, formal addresses, or informal talks 
to seminar groups. Probably for this reason, the intellectual fare provided by 
this volume, taken as a whole, is not as substantial as Robertson has provided 
in some of his other works. But there is still much excellence here in the form 
of rigorous analysis, keen insights, balanced judgment, penetrating but con- 
structive criticism-—combined with the Robertsonian humor and the finest 
literary style among living economists. It is a very spoiled reader, indeed, who 
would ask for more. 

The four theoretical pieces, dealing with as many separate subjects, have 
no obvious unifying thread. As the title of the collection suggests, they are 
critical commentaries on a variety of issues raised in the recent literature. 
But despite variety of their subject matter, they all reflect one of Robertson’s 
greatest virtues as a theorist and critic. He has a gratifying concern over the 
commonsense meaning of propositions in theory, and he is prepared to sacri- 
fice some mathematical nicety for a closer connection with the real world. This 
is strongly apparent in this and his earlier essay on utility; it is evident in 
his treatment of the compatibility of increasing returns with competitive 
equilibrium (and elsewhere in the lectures on price theory); and again at 
arious points in the other theoretical papers. 

There is a clear unifying theme in the part dealing with policy. Robertson 
believes firmly in the “doctrine of monetary discipline” and in the need to 
direct policy toward the objective of price stability. The other side of this 
coin is that the goal of full employment has been pursued too vigorously and 
too literally. More broadly, Robertson pleads for a set of economic institu- 
tions and policies that will permit economic incentives to work effectively, but 
within a regime of laws that will minimize the conflict between private gain 
and social good. 

Two bits of verse at the end of the book provide an unexpected bonus for 
the reader. One is an amusing but cynical piece of doggerel addressed to 
the author of the Marshall Plan. The other is a delightful bit of nonsense, 
“The Non-econometrician’s Lament,’ which, when originally presented by 
the author, temporarily disrupted the otherwise highly sober international 
conference on business cycles held at Oxford a few years ago. 

R. A. Gordon 

University of California, Berkeley 
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Individuals, Groups, and Economic Behavior. By C. Appison HICKMAN and 
Manrorp H. Kunn. (New York: Dryden Press. 1956. Pp. xvii, 266. 
$4.75.) 

This analysis of individual behavior is of considerable interest to econo- 
mists who are concerned with broadening the theory of human nature on 
which economic analysis rests. It attempts to show how the economist might 
apply the concepts and approach of social psychology to guide and supple- 
ment his own analysis. The authors explain that, according to the “reference” 
theory of social psychology, individuals are motivated by attitudes which are 
determined by social and cultural phenomena and not by innate personal 
qualities. These attitudes are derived from the roles that people fill in society 
and from the status which they acquire as members of various groups. The 
definitions, norms, and values of these groups are internalized in the indi 
vidual and so become personal or self attitudes. 

The social-psychological approach to human nature presents a marked 
contrast to the psychological approach found in the bulk of past and current 
economic literature. This latter approach conceives of the individual as some 
kind of autonomous being who is pitted against a hostile, external society, 
and for whom groups, institutions, and cultures are essentially restrictive. The 
newer social-psychological approach to human nature, as outlined in this 
study, regards the individual as a group product which reflects the values of 
the larger society and group organizations in which he has membership. It is 
pointed out in this volume that the explanation of human behavior should 
run in terms of self attitudes which, in essence, are plans of action. If we are 
to predict individual behavior, it is necessary to be able to identify, measure, 
and compare the attitudes which guide the individual in any situation in which 
he finds himself. Since personal attitudes are relatively fixed, we can find 
considerable regularity in human behavior even when social structures are 
changing. 

The social-psychological approach is illustrated in this volume in relation 
to three economic problems: managerial motivation, welfare economics, and 
economic planning. These three problems are analyzed in terms of the per 
sonal attitudes which direct individual behavior in these problem areas. The 
corporate manager is found to be motivated by his attitudes towards such 
goals as social prestige, social leadership, and maintenance of the firm as a 
going concern as well as the goal of profit maximization. From the social 
psychological point of view profit maximization is itself only one of the many 
attitudes which are interiorized in the manager as the result of his various 
group contacts. Personal satisfaction patterns and views about economic plan- 
ning and freedom are also found to be reflections of self attitudes which are 
defined by membership in various social groups. It is asserted by the authors 
that future progress in analyzing these economic problems depends upon our 
ability to analyze relevant personal attitudes. The authors call attention to 
recent progress in the field of social psychology in the identification, measure- 
ment, and comparison of self attitudes. It is suggested that the application in 
the field of economics of the new social-psychological research techniques of 
scalogram and content analysis should prove to be quite fruitful. 
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The social-psychological approach presented in this volume is highly signif- 
icant for two reasons, First, this type of approach readily lends itself to em- 
pirical investigation. As we make more improvements in our techniques for 
analyzing self attitudes, we should get a better understanding of what it is 
that determines the behavior of businessmen, workers, and consumers. Sec- 
ondly, this type of psychological approach should stimulate more interdis- 
ciplinary investigations since it goes beyond the confines of any one social 
science. If this volume succeeds in calling attention to promising new leads 
in research in the field of economic behavior, it will have served a very useful 
purpose. 

ALLAN G, GRUCHY 

University of Maryland 


Dundee Economic Essays. Edited by J. K. EastHam. (Dundee: The School 
of Economics. London: The Economists’ Bookshop Ltd., distrib. 1955. 
Pp. 103.) 

This small volume was published in commemoration of the 21-year life of 
the Dundee School of Economics. This institution has now lost its independent 
existence because of its incorporation into Queens College, Dundee, a part of 
the University of St. Andrews. Each of the contributors was, at one time or 
another, connected with the school. No attempt has been made to provide a 
common theme for the volume, and the individual essays reflect the separate 
interests of the contributors. 

For reasons of personal interest, this reviewer found Duncan Black’s paper 
on Wicksell’s principle of taxation to be the most interesting. Wicksell’s work 
in public finance theory remains largely unknown, and any discussion of it 
is especially welcomed. Black praises Wicksell for extending fiscal theory to 
include the problem of collective choice, but he is fundamentally critical of 
Wicksell’s positive results. He advances two criticisms, only one of which 
appears to be valid. The Wicksellian solution is not independent of the order 
in which the alternatives are presented. Black’s second criticism is more ques- 
tionable. He discusses the Wicksell theory through the use of two-dimensional 
models in which each level of a given expenditure is associated with a speci- 
fied distribution of the tax burden. This idea is, however, foreign to Wicksell’s 
treatment. Any number of tax distributions may be assignable to an expendi- 
ture item, the particular distribution to be chosen by the qualified majority 
vote. This being true, the obstinate minority could never do more than remove 
all taxes from its shoulders; it could not keep an expenditure from being 
approved. 

R. H. Coase examines the little-discussed postal monopoly. His historical 
discussion is limited to the experience of Great Britain, and it demonstrates 
convincingly the absence of any economic basis for the establishment of the 
monopoly. This experience is probably duplicated elsewhere, but Coase wisely 
makes few generalizations. 

In the longest essay of the volume S. G. E. Lythe traces the history of 
Scottish trade with the Baltic area in the century 1550-1650. Using the Sounds 
Registers and the Dundee Shipping Lists as his primary sources, Lythe 
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pieces together what appears to be a reasonably accurate pattern of this trade. 

The remaining three essays are in the nature of reviews of theoretical prob- 
lems. J. K. Eastham explores the relation between interest and profit. He 
defines interest as the rate paid on money borrowed and profit as the rate of 
return which equates the willingness to invest with the available investment 
opportunities. A Schumpeterian entrepreneur is the supplier of investment, 
securing his monetary resources in turn from the money lenders. J. C. Gilbert 
reviews Hayek’s theory of the trade cycle, and T. H. Silcock discusses adver- 
tising costs in monopolistic competition. 

James M. BUCHANAN 

University of Virginia 


Economic Analysis. By Eomunp Wuittaker. (New York: John Wiley & 
Sons. London: Chapman & Hall. 1956. Pp. xiii, 460. $6.50.) 

Professor Whittaker has produced a lucid exposition of that body of ma- 
terial which is ordinarily described as intermediate economic theory or ad- 
vanced economics. His text is divided into two parts, “Principles and Pro- 
cedures,” about 100 pages, and ‘Applications to the Present Day Economy,” 
about 350 pages. 

Part | includes, first, a brief review of the most important definitions en- 
countered in an introductory text, and a discussion of economics as a science 
and as an art. There follows a chapter on “Interpretation of Experience” in 
which two- and three-variable analyses are encountered and correlation analy- 
sis is explained and demonstrated. This section of the book closes with a chap- 
ter on planning, in which program judgments and calculation procedures are 
considered. Some of the introductory chapters could be eliminated or covered 
rapidly by any instructor who feels that his students have little need for 
review. 

In Part II Whittaker attempts, along with a very clear explanation of 
theory, to show the relevance of theory to practice by giving examples or illus- 
trations of the operation of economic principles. Included in this part are 
mathematical equations of the Walrasian type, two- and_ three-variable 
analyses of the work-leisure choice and of consumption and demand. There is 
a rather lengthy chapter on time preference and investment and there are 
two chapters on production in which two- and three-variable analyses and 
problems, location, size of firm and choice of product are treated. These chap- 
ters are followed by the theory of the firm during various time periods. Com- 
petition, monopoly and monopolistic competition, as well as various degrees 
of monopsony, are discussed here. 

The last three chapters of Part II relate to national income and its deter- 
mination, fiscal and monetary policies, the distribution of income and, finally, 
economic progress. These three chapters could be omitted if the instructor 
wished to confine his attention to microanalysis. 

This text is designed to be used by students who have already successfully 
completed an introductory course in general economics. For an author to 
determine how difficult to make an advanced text in economics is a thorny 
problem since the introductory courses vary considerably from one institution 
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to another. Teachers whose students have had an exceptionally rigorous intro- 
ductory course may find that parts of Economic Analysis are not sufficiently 
advanced for their purposes. On the other hand, where the first-year course has 
been presented with less intensive treatment of basic theoretical principles— 
and this is likely to be true of the large majority of introductory courses—the 
present text provides a more thoroughgoing analysis of economic principles 
and one which may be well suited to their needs. For such students the intro- 
ductory material in the first few chapters of the book should prove helpful 
as a review of the first year’s work and as an introduction to the more ad- 
vanced material which follows. 

In the preface the author states that he hopes his text will contribute to 
meeting criticisms that little material of practical usefulness is found in text- 
books on economic analysis. How successful his text is in attaining this goal 
may be questioned. While the author uses some examples and illustrations 
drawn from business experience or from government statistics, many of the 
numerical examples and graphs are purely hypothetical and are related of 
necessity to conditions which do not correspond very closely to the realities 
of the business world. The very abstract nature of economic analysis ordinarily 
operates to preclude its practical application for business purposes. It may be 
argued that no text in economic theory should be expected to bridge the gap 
between theory and the practical problems of the business man. Perhaps a 
distinction needs to be drawn between “application” in the sense of an illus- 
tration of the operation of a certain theory, as in the cases of the corn-hog 
price ratio and the cobweb theorem which the author cites, and “application” 
in the sense of the derivation and use of cost, revenue and other data in the 
short- and long-run operations of a business enterprise. 

Regardless of the extent to which this text may be of practical usefulness in 
business, and that does not seem to be an issue of great importance, it is very 
clearly written. The tables and graphs are carefully explained and examples 
of the operation of economic forces in our society are frequently given. Exer- 
cises and bibliographies at the end of each chapter will be useful to many 
instructors and students. The text is organized in such a way that the instruc- 
tor can select certain chapters or sections and omit others if he does not have 
time to cover everything or if his students have studied some of the material 
in the introductory course. All in all this book merits serious consideration 
by the instructor of an intermediate course in economic analysis. 

Arteicn P. Hess, Jr. 

University of Pennsylvania 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Investeringsverksamhet och sparande. Penningvdrdeundersékningen. By 
Lars LinpBEerGER. Swedish Royal Commission Finance Dept. 1956:10. 
(Stockholm: Ivar Haeggstréms. 1956. Pp. 267.) 

Dr. Lindberger’s study of investment and saving is one of a series of mono- 
graphs by young Swedish economists written for a government commission 
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and covering the various aspects of an economic policy reconciling price sta- 
bility and full employment. Although presumably commissioned in the hope 
that they would ultimately be helpful in policy-making, these monographs 
are designed as academic surveys of a wide range of theoretical and empirical 
problems, and the Grundforschung sometimes overshadows the policy dis- 
cussion. 

This particular volume contains a number of interesting suggestions, but it 
is not easy reading and its conclusions are somewhat fuzzy. Its principal aim 
is to sort out some of the available scraps of information about Swedish capital 
formation and its financial counterparts and to elaborate a theoretical frame- 
work for the savings-investment problem in the short and the long run. Funda- 
mental to this analytical discussion is the author’s distinction between invest- 
ments undertaken in the business sector proper, and investments in housing, 
public utilities and governmental installations. Since housing and public utili- 
ties are fairly strictly regulated in Sweden, they are combined with govern- 
mental installations in a “public sector,” but the difference between “public 
investments” in this sense and “business investments” is not merely that the 


former are held in a tighter grip by the authorities. They also differ in the 
following important respects: 

1. Public investments are financed either by taxes or reliance on the capital 
market, whereas borrowing plays a smaller part in business investment which 
is largely financed out of business savings. 

2. Public investments principally involve construction work (which makes 


up about 75 per cent of them), but more than two-thirds of business invest- 
ments normally constitute a demand for machinery and other engineering 
products. 

3. Finally, the capital-output ratio is much lower in the business sector, 
i.e., the contribution to GNP associated with the investment of one unit of 
capital in the business sector is considerably higher than the contribution of 
one unit invested in the public sector. For various reasons this would be ex- 
pected. For one thing, the public sector is less labor-intensive. But quite apart 
from this fact, gross returns (gross value-added less labor cost) per unit of 
capital in the two sectors differ markedly. It is true that the yield on certain 
public investments (highways, government school and hospital buildings) 
is not even included in GNP, but even those public investments whose contri- 
butions to GNP are included show a very low yield. In Swedish housing, 
Lindberger estimates that gross returns are no more than 5-6 per cent of 
replacement value, whereas the gross annual yield in the business sector is 
15-16 per cent. The average longevity of capital objects in the public sector 
is of course greater, but this does not, the author thinks, suffice to explain the 
difference. However, in the business sector risk assessment is high, and this 
finds expression in rapid amortization; corporate taxation raises the required 
prospective yield of new investment; and prices may be kept up by monopo- 
listic policies while in the public sector they are kept down by regulation. 
These, Lindberger appears to be saying, are differences between the price 
mechanisms in the two sectors which account for the wide margin between 
their gross returns. 
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On the empirical plane, savings and investments usually, as Domar has 
remarked, turn out to be “stubborn, elusive, and disagreeable,” and Lind- 
berger’s statistical researches fully confirm this opinion at the same time that 
they testify to his intimate familiarity with the Swedish material and its 
shortcomings. He revises the previous estimates of the composition of Swedish 
avings in postwar years by attempting a new approach to the problem of 
(corporate and noncorporate) business savings. In the absence of compre- 
hensive information about corporate profits, earlier estimates for years prior 
to 1950 derived business savings as a residual cavegory. Lindberger’s estimate, 
on the other hand, is based on an inspection of the “net liquidity position” 
of the business sector, i.c., the sum of cash and net claims on other sectors. 
If correctly assessed, and adjusted for new equity a decline in this external 
balance (i.e., increased indebtedness) should measure the excess of gross busi- 
ness investment over gross business savings. The results are strikingly at vari- 
ance with earlier calculations: for the period 1945-51 Lindberger estimates 
gross business savings at some 75 per cent of business investments, whereas 
according to the earlier figures they substantially exceeded the volume of busi- 
ness investments. The gaps in the material would terrify a less confident com- 
puter, and some of the necessary guesses are pretty rough, but they may be as 
good as any. 

To outsiders, however, the theoretical part is of greater interest. The 
author examines first the problems raised by long-run tendencies to over- or 
underinvestment and the consequences of policies which affect the distribution 
of investment between the public and the business sectors. That a shift of in- 
vestment toward the business sector and away from the public sector would 
increase GNP--in accordance with what has been said about the marginal 
productivity of capital in these sectors—is one of Lindberger’s basic assump 
tions in these arguments. But the implications of such an increase are not 
obvious in view of the peculiarities of the price mechanism which are assumed 
to account for the difference between the yields of capital. At any rate the 
GNP would in such circumstances seem a dubious criterion of welfare. But 
then the author’s chief concern, even in growth problems, is with stability 
of prices and employment. 

The discussion of the determinants of investment is rather more clear-cut. 
Broadly speaking, it is suggested that the acceleration principle may be appli- 
cable to public investments, but that investments in the business sector are 
determined largely by the volume of business savings. As to the first proposi- 
tion, it is true that empirical tests of the acceleration principle have generally 
led to negative results, but the a priori likelihood of positive findings is natu- 
rally greatest in industries with relatively stable demand and low excess ca- 
pacity. In such industries, changes in demand that do take place are more 
likely to be regarded as permanent, and investment is more likely to result 
than in industries which are conditioned to, and which disregard, erratic 
short-run fluctuations in demand. The housing industry may behave differ- 
ently in different countries, but Lindberger finds (by simple inspection) good 
agreement between changes in demand and the construction of new housing 
in Sweden in 1927-1941. For power installations, a similar but less pronounced 
relationship between fluctuations in capacity utilization and expansion seems 
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to prevail, although long construction periods and planning horizons obviously 
reduce the influence of short-run changes in demand. 

That business liquidity is a contributory determinant of investment is not 
a new proposition, but it is argued here with unusual emphasis. The a priori 
case is familiar: a firm’s credit line is bound to be limited; management may 
be reluctant to increase fixed debt; the floating of equity—particularly in 
view of corporate taxation--requires prohibitively high returns. Conversely, 
risk-free opportunities for outside investment of cash resources are likely 
to seem less attractive than internal expansion. A “risk barrier” determined 
by the firm’s net indebtedness might be such that investment projects capable 
of realization within this barrier will be undertaken almost irrespective of 
the rate of interest, while investment projects that cannot be thus financed 
will not come about regardless of how low the rate of interest falls. 

Lindberger suggests that it might realistically be expected that in the course 
of a period of at least three or four years gross investment in the business 
sector (exclusive of inventory investment to which little attention is given) 
will reach a level of, say, 110-130 per cent of gross business savings. American 
figures since the ’twenties suggest a close agreement, except for the war years, 
between movements in gross corporate savings and corporate investment (ex 
clusive of inventory). The Swedish material is more limited, but it appears 
that in 1950-54 investment in fixed equipment fluctuated around a level of 
125 per cent of the level of business savings. The degree of self-financing 
varied considerably from industry to industry and even more from firm to 
firm. This is unfortunate in view of the fact that much of the argument i 
based on assumptions about the behavior of the firm, and the situation is not 
entirely saved by the author’s attempt to add the unconvincing suggestion 
that aggregate investment may also be tied to aggregate savings by a tendency 
on the part of the credit market to resist large increases in net lending to the 
business sector. 

The possibility that business savings actually represent a more passive 
element is summarily rejected. That individual firms would be able to adjust 
their savings to their investment needs by manipulating dividends, wages or 
prices may, as the author says, be fairly unlikely, but the serious objection 
that an increase of aggregate investment would expand business profits and 
savings in a roughly proportional measure is passed off rather too quickly. 
The decisive argument, we are told, is that savings lead investment at the 
turning points, but this lead is not obvious, nor would it be conclusive 
evidence. Lindberger’s material is of course inadequate for a decision—it is 
not incompatible with his suggestion, but then it hardly contradicts any hy 
pothesis. And the difficulty about his a priori claims for the strategic role of 
business savings is that it is far from clear what precisely he does claim. That 
financing opportunities affect investment decisions is not in doubt, but the 
formulation of their role seems a delicate task, and to make them sole de 
terminants of the volume of investment is probably going too far. What, 
one asks, is the story behind those 10 or 20 per cent of business investments 
which are not financed out of internal funds? Why should they move in con 
sonance with the volume of business savings and why not—-more plausibly 
in opposition? (If depreciation expenses are excluded on the savings side and 
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replacement investment on the investment side, as presumably subject to 
somewhat different considerations, the share of net business investment which 
is externally financed would be even greater, particularly if depreciation ex- 
penses normally exceed replacement in an expanding economy.) And what 
is the significance of the empirical ratio between investment and savings—is 
it founded in some average preferred ratio between internal and external capital 
on the part of managements or is it the resultant of forces on the supply side 
of the credit market? And above all, is it not likely that the relative role of 
liquidity in investment decisions depends on the phase of the cycle? This would 
seem to be the conclusion of Meyer and Kuh in their statistical study of invest- 
ment by manufacturing firms in the United States: they found capacity pressure 
a reasonable explanation of investment in an inflationary period but suggest 
that liquidity is more influential in a stable or deflationary situation.* 

The consumption function has held the center of the stage for some time, 
and with profitable results. The determinants of investment, by comparison, 
remain obscure. Lindberger’s interesting study poses the problem provoca- 
tively but in the end shows mainly how much there still is to do. 

GORAN OHLIN 

Stanford University 

*John Meyer and Edwin Kuh, “Acceleration and Related Theories of Investment: An 
Empirical Inquiry,” Rev. Econ. Stat., Aug. 1955, XX XVII, 217-30. 


Consumer Expectations, 1953-1956. By GeorGe Katona and Eva MUEL- 
LER. (Ann Arbor: The Survey Research Center, University of Michigan. 
1956. Pp. 143. $3.50.) 

In this book, the major findings of five interview surveys relating to 
recent changes in consumer attitudes and expectations, made during 1953 
56 by the Survey Research Center, are brought together and supplemented 
by additional material. The authors mention several objectives. In addi- 
tion to extending the understanding of the Center’s approach to economic 
research, they wish to show how uncertainty regarding future consumer 
spending can be reduced and to help to clarify the role of consumer attitudes 
in the business cycle. They also wish to determine whether the influence of 
psychological factors on consumer spending found during the Korean war 
period and reported in their study, Consumer Altitudes and Demand, 1950 
52, also occurs in time of peace. 

The authors present a variety of evidence that supports their thesis that 
consumer demand is a function of willingness to buy as well as of ability to 
buy. By means of responses to attitudinal questions, they gauge consumers’ 
willingness to make expenditures and compare the results from different 
surveys to determine changes in attitudes. From data contained in the 
Economic Report of the President, January 1956, and survey data relating 
to consumer expenditures in 1954, the authors found that consumer spend- 
ing may change before income or prices. They also found that consumer 
attitudes may change independently of changes in income or price levels. 
On the basis of these and other findings, they conclude that consumer atti- 
tudes can be regarded as indications of consumer action and that consumer 
demand need not remain unpredictable. 
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Data collected during the recovery in 1954 seemed to the authors to 
indicate that changes in consumer spending in times of peace as well as ina 
period characterized by military developments and inflation are related to 
changes in consumer attitudes and expectations. Attitudinal evidence to 
support this conclusion was found in the desire of consumers in the recovery 
in 1954 to upgrade their stocks of durable goods and living accommodations 
and also in the rising aspirations of consumers resulting from success in 
achieving improved levels of living. 

The study starts with the recovery of 1954 for which the Center had more 
extensive data than for the 1953 recession. In Chapters 2 and 3, frequency 
distributions constructed from data obtained at different times from con- 
sumer responses relating to their attitudes toward personal finances, na- 
tional business conditions, the general outlook, and intentions of purchas- 
ing durable goods are compared. In Chapters 4 and 5, data showing con- 
sumers’ intentions of purchasing automobiles and residential construction 
are related to aggregate demands for these items. In Chapter 6, a composite 
index of consumer attitudes toward personal finances, economic conditions, 
and buying intentions is constructed and compared with measures of change 
in consumer spending. In Chapter 7, the role of consumers in recent eco- 
nomic fluctuations is considered. The appendices contain tables that show 
differences in attitudes among income, occupational, and age groups and a 
statement of the methods used in periodic surveys. 

Persons working in a wide range of fields will be interested in the findings 
of this study since they represent a threat to the widely accepted positions 
of income, price levels, and assets as determinants of consumer spending. 
For beginning students of economics, the study provides a useful medium 
through which to acquaint themselves with the survey approach of the 
Center. It also affords advanced students an opportunity to learn of the 
progress of the Center in its approach to economic research and to evaluate 
its methods and work. The authors’ statement, that at a later stage of re- 
search the predictive value of additudinal indicators may be extended, will 
offer some encouragement to economists who question the usefulness of 
traditional theories of consumer choice even though the authors state that 
“the origin of changes in consumer attitudes is still shrouded in uncer- 
tainty.” 

The most serious questions relating to this type of study concern imper- 
fections of survey methods, such as errors of sampling and response, ina- 
bility to measure certain qualitative influences, and the effects of the inter- 
action of attitudes, for which no remedies have yet been developed. Among 
the decisions of the authors that seem open to some question are those re- 
lating to the size of the samples drawn in the periodic surveys; the omission 
of military posts, institutions, hotels, and large rooming houses from the 
universe studied; and the failure to state which variances are statistically 
significant, thus requiring the reader to determine the significance for him- 
self by referring to a table of sampling errors. 

Mary M. CRAWFORD 


Indiana University 
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Dynamic Factors in Industrial Productivity. By Seymour MELMAN. (New 
York: John Wiley. 1956. Pp. xiii, 238. $4.75.) 
The thesis of this book may be stated simply. It is that the degree of 
mechanization in industry depends on the ratio of per-unit labor cost to per- 
unit machine cost. Labor productivity (defined as output per production- 
worker man-hour), in turn, is governed by the degree of mechanization, and 
thus by “alternative” labor and machine cost. 

Mr. Melman has marshalled an impressive array of evidence to support 
his contention. His first cases relate to materials-handling operations in the 
British motor vehicle and associated industries, for which he computes ratios 
of average hourly earnings to hourly machine costs at various rates of opera- 
tion (although he fails to include a return on investment as part of the ma- 
chine cost cf. p. 37). Between 1948 and 1950 substantial increases in the 
number of machine-hours equal in cost to a man-hour were associated with 
a presumably significant increase in the mechanization of materials-handling 
operation 

The author then makes a similar analysis of total manufacturing in both 
the United Kingdom (1924-1950) and the United States (1899 1950), sub- 
stituting horsepower per production worker as a measure of degree of mecha- 
nization and relative costs of kilowatt-hours and man-hours for relative labor 
and capital costs. In both countries, there were persistent upward trends in 
output per man-hour, horsepower per production worker, and average hourly 
earnings relative to cost per kilowatt-hour. Emboldened by this apparent con- 
firmation of his thesis, Melman goes further and relates output per man-hour 
to number of kilowatt-hours purchasable at the cost of a man-hour of indus- 
trial labor in nine countries for one or more of the years since 1924. The 
correlation coefficient is .88, and Melman infers that “by far the greater part 
of the observed variation in labor productivity was accounted for by the 
alternative cost ratios” (p. 147), 

Installed horsepower per production worker and cost per kilowatt-hour are 
admittedly crude measures of mechanization and machine cost. Machine-hour 
cost has probably risen considerably more than kilowatt-hour cost since pro- 
ductivity in the electric utilities has grown faster than productivity in the 
machinery industries. But there is no reason to argue over the broad picture. 
It seems reasonable to suppose (and other studies confirm) that capital per 
worker in industrial countries has increased, while relative capital cost has 
fallen, partly due to the very fact that capital stocks have grown faster than 
labor input, while productivity gains have resulted in a decline in prices of 
capital goods relative to wage rates. 

The chief objection to Melman’s book is the oversimplification involved in 
his hypothesis and presentation of evidence, Changes or differences in rela- 
tive factor prices are indeed logically the prime factor behind changes or 
differences in factor combinations and thus in factor substitution (movements 
along given production isoquants). But relative factor prices do not explain 
technical advance as such (shifts in the isoquants), for this must be traced 
to the dynamic forces behind innovation generally, which Melman largely 
ignores. 
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I believe Melman to be in error in attributing “by far the greater part” of 
changes or differences in output per man-hour to relative factor price influ- 
ences. Research at the National Bureau of Economic Research indicates that 
factor substitution is a minor source of growth in output per man-hour. Mel- 
man’s result stems from the fact that factor substitutions have generally been 
associated with changes in productive efficiency for the sufficient reason that 
technological advance has served to reduce the costs of capital goods relative 
to wage-rates and has thus encouraged factor substitutions. Failure to recog- 
nize this intercorrelation leads the author to attribute most of the advances 
in productivity to changes in “alternative costs” and to omit a frontal analysis 
of the more fundamental forces behind technological progress. 

Even as evidence that businessmen tend to choose the least-cost combina- 
tion of inputs, Melman’s data are partial since he largely confines himself 
to production workers and machines. He does note that the trend in both the 
United Kingdom and the United States towards an increasing ratio of admin- 
istrative to production workers makes changes in output per production 
worker man-hour an overstatement of productivity advance. It also reduces 
the apparent rate of substitution of capital for labor. Factor substitutions 
would turn out to be still less if all forms of capital had systematically been 
accounted for. Other investigations show, as Melman’s case studies imply, that 
mechanization has produced savings in plant and inventories per unit of 
output. 

Management is, of course, concerned with innovation and factor substitu- 
tion as a means of effecting net savings in inputs generally and reducing total 
costs per unit of output. Melman recognizes this by noting that productivity 
(output per man-hour) . . . “was rarely an explicit category in their handling 
of production problems. Productivity levels have been, primarily, by-products 
of management’s business decision making” (p. 165). The surprising thing is 
that economic statisticians continue to use output per man-hour as a unique 
efficiency measure. The relationship of output to total inputs, in real terms, 
affords a better measure of changes in productive efficiency, and it permits the 
isolation and separate study of factor substitutions. Such a distinction would 
have made Melman’s study more enlightening. 

Nevertheless, the book is well written and contains useful materials. It 
will be of value to the student of industrial progress if he has in mind the 
broad theoretical framework necessary to counter Melman’s preoccupation 
with relative factor prices. 

Joun W. KEenprick 

George Washington University 


Principi di Dinamica Economica. By Pietro Manes. (Padua: CEDAM. 
1956. Pp. xxiii, 271. L.1500.) 


This is a provocative book that combines a number of penetrating and 
original insights with some laborious reformulations of trite and not alway 
relevant propositions. The author introduces himself as having recently had 
postgraduate training in the United States which, it appears, served to con 
firm his earlier misgivings about the “scientific adequacy of modern economic 
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doctrine.” So grave became these doubts that Manes felt obliged to choose—- 
though this should perhaps be taken merely as a flourish of rhetoric—between 
chucking his profession entirely and undertaking to rehabilitate it. The 
book is, of course, evidence that he chose the latter alternative. Dinamica 
economica is therefore another treatise written in the heroic tradition of the 
“reconstructors” of economic science who, from Smith onward, have striven 
to free economics of its incrustation of errors or, like Jevons, shunt it back 
on a right track. 

Manes ascribes the predictive ineffectualness of economics to two kinds 
of persistent errors. One sort is terminological. Words like demand, supply, 
value, et al. should have, but do not have, unequivocal meanings. The loose 
usage they get is in itself enough to insure a host of inconsistencies and mis- 
understandings: “No earthquake was needed at Babel; God’s purpose was 
sufficiently served by the confusion of tongues.” Passages from Marshall, 
Keynes, the United Nations World Economic Reports and other eminent 
sources are shown to be glaringly self-contradictory except on the assumption 
that somewhere a tacit redefinition of a term has slipped in. 

Chiefly, says Manes, the conspicuous inability of economists to forecast 
within any reasonable tolerance the course of future events (which is the 
only real reason for studying economics at all) comes from trying to solve 
inherently dynamic problems with an apparatus suitable only for static analy- 
sis. The prevalence of this fatal habit he attributes to the (spurious) precise- 
ness and consequent popularity of the marginal technique. Popular belief 
notwithstanding, we are told, the so-called classical economists were mainly 
concerned with the probable causes and effects of economic changes, not with 
equilibrium conditions; they were not at all static-minded and never over- 
looked the all-important element of time. But with the advent of marginalism 
economists became, in a sense, prisoners of their own plane geometry. Lacking 
dimensions enough to include in their analyses time and therefore the reflexive 
consequences of initial changes, the conclusions they could reach through a 
scrutiny of (largely hypothetical) curves—e.g., of demand and supply and 
their derivatives--were bound to be mostly wrong. To attempt to hedge by 
introducing such expedients as unexplained “shifts” or translations is not 
only bad mathematics (here the author is mistaken) but bad science also 
(which is true). Marginalism, which greatly illuminated the special and rela- 
tively unimportant case of partial equilibrium, has set back by several genera- 
tions the main business of economics, which is to foster some understanding 
of a dynamic society. Furthermore, most of the terminological confusion noted 
above stems from this misuse of the methods of statics, which has saturated 
the literature of economics with such puzzlers as “intensification of demand,” 
etc., in addition to stultifying dynamic theory. Even Keynes, says Manes, 
erred in confusing flows with quantities, as for example in Y = C + /. It 
may be inferred that the author would have no objection to a statement of the 


4C Al 

-+—. 
At At 
The author’s own contribution to the theory of economic dynamics really 


AY 
form SY = AC + Al or, since time is of course the referent, ry = 
t 


3 
| 
q 


BOOK REVIEWS 413 
begins with Chapter 11. It turns out to be couched entirely in terms of aggre- 
gates, and a business economist will look in vain for hints helpful in estimat- 
ing the market for what’s-its in 1958. This part of the book offers many 
interesting and subtle graphs and equations. But except for stressing the 
critical importance of time-lags and asserting that money is not always 
neutral, it has not much to say to policy-makers. The book is for theorists, 
and theorists should find in it much to interest them. 

Consistent with the author’s view of what is mainly wrong with eco- 
nomics, about a hundred earlier pages are devoted to defining Consumption, 
Cost, Value, Demand, etc., and to justifying the definitions by many appeals 
to logic, biology, psychology and the calculus. Some of the “proofs” are car- 
ried almost to Walrasian length. Most people would willingly stipulate (as 
lawyers say) that man has a finite life and that he needs some minimum 
amount of rest. Thus it hardly seems necessary to call these respectively T and 
T,m and deduce that man’s productive or “food-gathering” capacity Tam is 
subject to the restriction that T,,, << (T — T,»). It is somewhat disconcert- 
ing to find so much of this formalism—the whole accompanied by a running 
literal exposition—in a book whose author (p. xiv ff.) deplores the prideful 
mathematicism of other economists who, he says, commonly mistake the lan- 
guage of mathematics for the thoughts it can embody. But Italy is by way of 
being the locus classicus of mathematoid economics, and perhaps Dr. Manes 
hesitated to differentiate his product too sharply from the going design. 

On the whole, it appears to this reviewer that the author of Dinamica 
Economica overstates his case. It may be that he is not entirely on top of 
developments in recent years; no mention is made of the work of Harrod, 
Kalecki, and others, or of the voluminous literature on the growth of under- 
developed countries, or of Henry L. Moore’s early Synthetic Economics. 
Manes’ quarrel is really with the standard type of oversimplified analysis 
presented in textbooks. But the freshness and originality that characterize 
much of Dinamica Economica mark its author as a writer of considerable 
promise, and on balance should make the book rewarding reading for persons 
with a substantial interest in economic theory. 

STuart HALL 
University of Nebraska 


The Economics of Repressed Inflation. By H. K. Cuarteswortu. (New 
York: Macmillan. 1956. Pp. 126. $2.50.) 

This well-written and concise volume “seeks the answers to two main 
questions: first, What is the nature of repressed inflation? and, second, 
What are the effects of repressed inflation on the supply of factors of produc- 
tion, on the consumer’s maximization of total satisfactions and on the firm 
and industry?”’ Whereas most studies of inflation are on the macro level, 
the unique character of this book is its concern for the microeconomic level. 

To Charlesworth, repressed inflation consists of the introduction of 
limited degrees of price control and rationing into an otherwise free econ- 
omy. In time of peace, he assumes a democratic society can only partially 
control its economy. The labor market and certain nonessential consumer 
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markets must remain basically free; however, without the self-restraint of 
wartime emergency conditions, the author argues, inflationary pressures 
will find their outlets in these two uncontrolled sectors with the following 
results: (1) The more wages are controlled, the more leisure tends to be 
substituted for work; (2) When consumer goods are rationed and price- 
controlled, a shift to unrationed but lower-preference goods occurs; work in- 
centives decline and savings may decrease; real income is redistributed in 
favor of lower-income groups; (3) When productive factors are allocated by 
government, bottlenecks may appear; inefficient industries are protected 
and product quality may decline; (4) Some consequences for firm and in- 
dustry are these: The supply curve shifts to the left; demand increases (and 
is less elastic) due to the decline in the marginal utility of money; profits are 
high and a tendency to overinvestment may appear. Should this latter oc- 
cur, Charlesworth predicts, government would probably control all invest- 
ment, which could lead to a monopolization and cartelization of the 
economy by government and business. 

What the author is saying in other terms is that the microeconomic con- 
sequences of partially repressed inflation are analytically similar to those of 
monopoly—resources are misallocated, real income and wealth are shifted, 
and income stability is enhanced. These conclusions follow inevitably from 
Charlesworth’s methodological device of introducing rigidities into the 
competitive model and then comparing the results with this model. 

Such a comparison probably overstates the degree to which policies of 
repressed inflation misallocate resources in the real world. This is true not 
only because the competitive model is a straw man, but because a free 
economy faced with inflation may have to choose between alternatives 
among which repressed inflation may be the least disagreeable. 

Charlesworth’s book deserves the attention of students of inflation. It 
is a path-breaking study of a neglected, but exceedingly important area of 
economics. Also, it succeeds in relating macro- to microeconomics when it 
discusses the impact of inflation on particular markets. It relates perfect 
and imperfect markets in novel and technically interesting ways. Beyond 
this, it contributes to the sparse literature on black markets. Since the book 
is brief, not too difficult, and deals on both levels of economic analysis, it 
could well be used for advanced undergraduates or first-year graduate 
students in general theory courses. 

ROBERT FREEDMAN, JR. 

Colgate University 
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National Economies 


Los Obstdculos al Desarrollo Econémico. By Horacio Fiores pve ta PENA. 
(México: Universidad Nacional Auténoma de México. 1955. Pp. 168.) 
This short book on the obstacles to economic development crystallizes the 
widespread thinking on economic growth which prevails in government and 
professional circles of many economically underdeveloped countries. The gen- 
erally well-knit analysis of the author, a young Mexican government econo- 
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mist and professor in the school of economics of the University of Mexico, 
leads him to conclude that successful and balanced economic development can 
be carried out only with a major participation of government in the economic 
life of the community. 

Flores de la Pefia bases his thesis on three main tenets concerning the struc- 
ture of an underdeveloped area: highly inelastic supply, great concentration 
of personal incomes, and scarcity of entrepreneurship. In underdeveloped 
areas, according to this thesis, various economic and institutional factors 
account for a low elasticity of supply, particularly with respect to agricultural 
products. Therefore, increases in money incomes will tend to be inflationary, 
with strong pressure on the demand for food products of which generally 
there is a deficit, and whose demand tends to have a high income elasticity. 
Because of this, price rises, being faster than the increase in money wages, 
will lead to a further concentration in the income distribution which already 
is highly unequal. The rise of money incomes due to occupational shifts from 
low to high productivity sectors will raise real national income—-and also real 
per capita income if population growth is not significant—but because of the 
inelastic supply conditions, average real wages paid in the various sectors of 
the economy will fall. This means a higher profit share and a consequent 
increase in income concentration. In turn, the inequality of the personal in- 
come distribution represents a lower effective demand for manufactured and 
processed goods and thus depresses private investments. 

The higher profit share, Flores de la Pena states, does not give rise to 
investment in those productive fields which are desirable from the point of 
view of economic development, but the investment that does take place is 
directed to satisfying the consumption pattern of the upper-income groups 
where the purchasing power is concentrated. This investment does not relieve 
the inflationary pressure on food items or basic manufactured goods and there- 
fore does not contribute to raising the general level of living. 

Foreign trade does not help much because of a chronic disequilibrium of 
the balance of payments due to the swollen luxury import demand of the 
groups where income is concentrated. Nor can foreign investment solve the 
growth problem because the interests of the foreign investor seldom coincide 
with the national needs of the underdeveloped community. 

Thus, according to the author’s model, “underdevelopment” essentially 
means stagnation. The clear implication is that if significant economic devel- 
opment is to take place, the government must concern itself directly with the 
redistribution of income to create a greater effective demand and to increase 
investment in industry and agriculture. 

In putting the emphasis on the concentration of personal incomes as the 
fundamental obstacle to economic development, the book represents a strong 
reaction to traditional growth theory which often does not consider this aspect 
at all. From the point of view of the author as well as of a good part of 
professional opinion in present-day underdeveloped areas, the growth prob- 
lems of today are completely set apart from those of the last century. In last- 
century development (of the United States, Great Britain or The Netherlands, 
for instance), the argument goes, the personal income distribution did not 
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matter very much because colonial expansion or an expanding frontier and 
immigration gave rise to a mass market. Today’s economic growth, concludes 
the author, depends much more on a high consumption level as the basis of a 
dynamic effective demand. 

This thinking makes sense only because of the author’s hypothesis that 
investment in underdeveloped areas is nearly all induced by consumption and 
not limited by the volume of savings. While it is probably true that domestic 
private investment in these areas is less dependent upon the magnitude of 
savings than is usually thought, Flores de la Pefia’s arguments are not con- 
vincing, principally because of his failure to distinguish between voluntary 
and forced savings. 

It is possible that, because of the great concentration of personal in- 
comes, private investment in an underdeveloped country will be oriented 
towards a market which caters to the demand of the upper-income groups, 
as he asserts. I am not so sure, however, that this is such a deterrent to eco- 
nomic growth as it is made out to be. In the absence of any other stimu- 
lant this might be a good start of the development process. Once per 
capita incomes rise to the levels where effective demand of enough of the 
population reaches beyond subsistence needs, a mass market for processed 
consumer goods becomes effective even though the concentration of income 
might not have lessened. Private investment will then find its way into the 
processing and manufacturing industries which cater to the mass market. 

In any case, as per capita national income rises, the degree of the inequality 
of the income distribution would lose significance in the effective demand 
argument. In the early stages of development a rising profit share is natural 
and as a matter of fact is an indispensable incentive if economic progress in 
nations poor in natural resources is to be carried by private enterprise. But 
this surely does not prevent wages and salaries from increasing. As long as 
the wage bill rises without sharp population increases, the domestic market 
will also increase. What matters is not so much how equal the income distri 
bution is, as whether the distribution as a whole is moving up the income 
scale. 

Flores de la Petia does not consider reliance upon only an indirect role 
for government in economic growth. He deems the giving of incentives for 
private investment as too costly because, entrepreneurship being absent or 
scarce, there is little to stimulate. In assigning to the state the chief responsi- 
bility for capital formation he is not worried about financing because, by 
again ignoring the difference between voluntary and forced savings, he dis- 
counts the inflationary effects of government deficits. He believes that infla- 
tion can be averted if the state concentrates on investments with short gesta- 
tion periods. This hardly seems an adequate anti-inflation remedy and, 
moreover, would appear to jeopardize seriously the community’s development 
effort. For, if this principle is adhered to, such traditional and basic govern- 
ment investments as roads, port development, other transportation, communi- 
cations and utility development, not to speak of education, and health 
services, would have to be avoided. 

At any rate, in giving to the state the tasks of investing on the one hand 
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and redistributing personal incomes to raise effective demand on the other, 
Flores de la Pefia puts great demands on the skill, wisdom and entrepre- 
neurial capacity of the government. It stands to reason that the capacity of 
governments of lesser developed areas generally is more limited than in the 
economically more advanced countries for the same reasons that the com- 
munity is “underdeveloped.” It certainly cannot be assumed that all efficient 
elements will concentrate in government while the rest of the economy suffers 
from inertia and lack of enterprise. The experience up to now also has not 
been very encouraging. Quite a few governments of underdeveloped countries 
found themselves with substantial investable funds on their hands during 
and at the termination of the second world war, but many of them bungled 
the opportunity. It is just the ineffectiveness of governments which fail to 
capture the people’s imagination and lack their confidence that is one basic 
obstacle to economic development. 

Much of the good reasoning of the book is weakened by the author’s pre- 
conceptions. Some loose and fuzzy thinking has crept into the analysis be- 
cause he is so anxious to make his point. Nevertheless, the book should be of 
interest to American and European economists because of its forceful and 
generally high-level argument for government direction of economic develop- 
ment presented from the point of view of the growth country. 

GRUNWALD 

Instituto de Economia 
Santiago, Chile 


Population Growth and Levels of Consumption. By Horace BELSHAW. (New 
York: Institute of Pacific Relations. 1956. Pp. xxix, 223. $4.50.) 

This is an interesting addition to the literature of economic development 
by a prominent Australian economist experienced in the problems arising 
from the development efforts of the countries of Asia. Because of his ex 
perience it is a valuable contribution to the increasing literature in this 
area, although its primary value arises more from the author’s interpreta- 
tion of present theoretical efforts in this area of research, and in their ap 
plicability, than in its own contribution to theory. 

It begins with a summary of the population situation in the countries of 
Asia. This is largely a review of existing literature and statistical data, as 
background for the author’s own analysis, and points out the difficulties that 
increasing population presents to any effort to raise levels of consumption 
in areas which are characterized by a Malthusian population situation. A 
key point, which the author does not mention directly, is that with a rapid 
rate of population increase the total consumption requirements for simply 
maintaining unproductive members of the society at former consumption 
levels go up as the proportion of the population in the “below working age” 
group rises. This reduces the resources available for investment either in the 
agricultural or industrial sector of the country concerned. 

Following this, Belshaw discusses the problem of investment in the under- 
developed countries in terms of the relationship between changes in labor 
supply and capital and their effects upon factor returns. He uses the Cobb- 
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Douglas production function for this analysis, and reaches the conclusion 
that there will be diminishing factor returns to population growth in these 
overpopulated countries, and that economies of scale are unlikely if in- 
creases in output result from increases in labor with a less than proportion- 
ate increase in capital. This is the expected conclusion, but one wonders as 
to the value of the Cobb-Douglas equation, apart from its use as shorthand, 
as a basis for this conclusion, since data respecting the variables in the 
countries concerned are absent. This logically led to the discussion of in- 
creased investment, capital-output ratios (reversed and called capital co- 
efficients in this volume) and invesiment criteria. Belshaw comes out on the 
side of less capital-intensive projects in the early stages of development, 
favoring a development sequence of light consumer goods—>medium—heavy 
industries, though recognizing the possible necessity of investment in 
capital-intensive social overhead. The reasons for favoring this sequence lie 
not only in the desirability of maximizing output with minimum use of 
scarce capital resources, but also of obtaining a wider distribution of income, 
greater conformity to socio-political requirements, greater geographic distri- 
bution of development and in consequence lower social overhead, and pro- 
viding a stimulus to dispersed centers of leadership. As a corollary he favors 
stress upon labor-intensive investment projects, such as roads in villages, 
and strongly advocates expansion of the community-projects approach. 

He concludes this general discussion by pointing out the necessity of in- 
creasing the rate of capital formation, discussing various social and insti- 
tutional organizations to achieve this, as well as the desirability of increas- 
ing the rate of innovation in a developing, overpopulated country. Innova- 
tions are defined broadly—including not only those of a narrowly economic 
character, but also social, organizational, and political changes, which by 
altering the traditional methods of functioning in various parts of society 
will contribute to achieving the goals of greater capital formation, increased 
effectiveness of investment, and ultimately higher levels of consumption. 
Adoption of this broad definition inevitably results in a treatment of this 
subject that is quite general. 

This discussion is finally used as a basis for certain specific recommenda- 
tions with respect to international aid, both in regard to capital assistance 
and technical assistance, and the relationship between these in terms both of 
suppliers and users. The points made are specific and appropriate and 
should be of value in maximizing effectiveness of aid both for the supplying 
agencies and in the countries being assisted. 

GEORGE ROSEN 

Center for International Studies 
Massachusetts Institute of Technology 


Foreign Trade and Industrial Development of China: An Historical and 
Integrated Analysis Through 1948. By Yu-Kwet Cuenc. (Washington: 
University Press of Washington, D.C. 1956. Pp. xi, 278. $7.00.) 

This volume is an important contribution to Chinese economic studies. 

While the current interest in this field centers on the development in Com- 
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munist China, the author by bringing his analysis to bear upon the period 
from the 1930’s to 1948 succeeds in closing some of the gaps in our knowl- 
edge of this period that is so necessary to a proper understanding and evalua- 
tion of the later economic revolution. 

Having been closely connected with the Chinese government for over a 
decade, he is able to use such unpublished data as the wartime and postwar 
production statistics collected by the Ministry of Economic Affairs and the 
National Resources Commission, the wartime foreign trade returns of occu- 
pied China collected by the Japanese authorities, and the full report to the 
Chinese government by a group of Japanese industrial experts on Japanese 
production and investments in Manchuria and subsequent Soviet removals 
and damages. All these enhance our knowledge, but one is left with the regret 
that even Mr. Cheng has not been able to get hold of the industrial produc- 
tion data pertaining to occupied China during the war years. It may also be 
said that all the Chinese government statistics used in this book by no means 
give a complete production picture of modern industry, since reports were 
required only of those factories employing at least thirty workers as well 
as mechanical power. 

The contribution of the book is found as much in the way the analysis 
is handled as in the presentation of data not hitherto available. For example, 
one major problem of analyzing the production and trade statistics for the 
wartime and postwar periods is that of valuation. There were different cur- 
rencies circulating in various parts of China during the war, all subject to 
different degrees of inflation, and shortly after the war there was hyperinfla- 
tion throughout the country. Cheng attacks the problem by undertaking the 
laborious task of estimating the value of industrial production of these two 
periods at prewar Chinese wholesale prices, and converting the trade returns 
of various areas into United States dollars at carefully considered exchange 
rates. In the trade analysis, besides the usual discussion of the balance ‘of 
trade, composition of trade by economic classes and principal items, and 
direction of trade, a painstaking study of the foreign trade by the mainland 
regions of China (Manchuria, North, Central, and South) is made, thereby 
furthering our appreciation of the economic structure of the country. The 
author calls his analysis “integrated,” perhaps in the sense that he generally 
regards the foreign trade development, with exceptions in particular cases, 
to be a manifestation, if not the effect, of domestic industrial change. 

The book is divided into 11 chapters, with 8 statistical appendices. The 
treatment follows a chronological order, The first two chapters of 26 pages 
covering the whole historical period up to 1913 are introductory in nature, 
with emphasis on the unique institutional setting created mostly by the “un- 
equal” treaties for modern industrial and foreign trade development. The 
next three chapters deal with the period from 1913 to 1936, the major discus- 
sion being devoted to the tariff levels after 1929 when China attained a 
certain degree of tariff autonomy, and to the problem of silver movements. 
Another two chapters are given to the development in free China and occu- 
pied China during the war years from 1937 to 1945. This is followed by a 
chapter on postwar development up to 1948 and a special chapter on Man- 
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churia. Greater clarity would have been gained if the discussion of Manchuria 
had come before instead of after that on postwar development of the whole 
of China. The book ends with a chapter on the problems and prospects of 
China’s industrialization and foreign trade, the subject being discussed “in 
the light of a democratic welfare state” (p. 227), purposely with no reference 
to the events now taking place in Communist China. 

In proper historical perspective one wonders if the author is right in 
labeling the period from the 1920’s to 1937 as a period of “stagnation of 
Chinese industrialization” (p. 37ff). Without going into details it may be 
said that during the six years prior to the outbreak of the war in 1937 the 
Chinese government for the first time since 1895 took the initiative in the 
economic development of the country and made such progress as to prompt 
the Japanese militarists to strike without further delay. This fact the author 
recognizes in various other places in the book (e.g., pp. 42, 212-13, 215). 
It is not so important how much manufacturing industry and road and rail- 
way mileage there were in the mid-’thirties as how they compared with those 
of the preceding years. A carefully documented chapter on these six years is 
needed to further our understanding of the postwar plight of the National 
government that quickly led to its collapse on the mainland. 

While competent in handling historical data, the author ventures into cer- 
tain theoretical matters that are not handled entirely satisfactorily. For ex- 
ample, the measurements of the restrictive effects on trade of the Chinese 
tariff are formulated (pp. 58ff) in more positive terms than anyone familiar 
with the pitfalls of this kind of undertaking would be likely to venture. In 
the discussion of silver movements, while agreeing with the present reviewer 
in taking the “purchasing power parity theory of silver flow” as an explana- 
tion of the specie movements, the author, by stressing the role of foreign in- 
vestments as well as immigrant remittances, does not see how the silver 
movements could have “any appreciable effect in restoring trade equilibrium” 
(p. 83). This dissent seems to be due to a confusion between an historical 
situation, in which the balance of international payments is always in bal- 
ance, regardless of the weight assigned to the different items therein, and the 
theoretical issue as to the trade mechanism by which the disparity in the 
purchasing power of silver between China and the West would work itself 
out in the absence of extraneous factors, thus proving ‘Taussig’s dictum that 
international trade is fundamentally a matter of barter. A final example may 
be found in the author’s repudiation of the comparative advantage theory 
as being “based on assumptions which, on closer analysis, have been justified 
only partially or not at all” (p. 228). In his enthusiasm for trade control as 
a means of encouraging economic development, he has no use for and makes 
no reference to the usual infant-industry and national defense arguments at 
all. Hence, the whole concept of effective utilization of resources in the de- 
velopment process is missed. Fortunately, none of these matters, which are 
really ancillary to the main argument of the book, affects the important con- 
tribution it makes. 

Cuon-MIncG LI 

University of California, Berkeley 
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Forces et faiblesses de frangaise 1945-1956. By J&AN-MARCEL 
JEANNENEY. (Paris: Armand Colin. 1956. Pp. 340.) 

The author of this scholarly, incisive study of the French metropolitan 
economy during the past decade is professor of comparative social economics 
in the Faculty of Law at the University of Paris and codirector of economic 
research at the Fondation Nationale des Sciences Politiques. He has written 
on the economics of electricity and retail trade in Western Europe and is 
the editor of a forthcoming volume: Tableaux statistiques relatifs a l'économie 
francaise et a l'économie mondiale. This furnishes the statistical basis for 
the 107 graphs and maps that illuminate the text of the book under review; 
each of these two works complements the other. The current volume supersedes 
in part Charles Bettelheim, Bilan de l'économie francaise 1919-1946, with its 
statistically invalid stagnationist thesis, and supplements the 1951 sym- 
posium, Edward M. Earle, ed., Modern France: Problems of the Third and 
Fourth Republics, and the special 1955 number of Etudes et Conjuncture: 
UEspace économique francaise published by the Institut National de la 
Statistique et des Etudes Economiques. 

Professor Jeanneney’s book, although the first-published comprehensive 
treatise on the French economy during that decisively important reconstruc- 
tion period 1945-56, will be the definitive work on that subject for years 
to come. He has based his factual statements on exhaustive statistical and 
historical research, indicated all his sources, and explained the methods used 
by himself and his associates in making the almost uniformly valuable graphs 
and maps. At the same time he has displayed fine analytical and synthetic 
powers and a rare gift for lucid exposition of a complicated subject matter. 
In order to reach a wide public, he has given short but clear definitions of 
important terms at the beginning of each new subject. The author has an 
awareness of political and social factors that is unusual among even widely 
trained economists. 

Jeanneney opens his volume with two chapters on the demographic and 
political factors that have affected economic developments since the libera- 
tion of France. He rightly holds that strictly economic facts cannot be isolated 
from population changes and governmental action. The Monnet Plan, the 
nationalization of various key industries after the war, NATO, and the varying 
policies on inflation before and after 1952, justify his assertion that economic 
life is in large measure what government has made of it. He then devotes the 
major part of the book to the development of French production, agricultural 
and industrial; the price system; international economic relations; the national 
income and its distribution; monetary and credit policies in relation to infla- 
tion and economic progress. There is also an interesting discussion of some of 
the important “relatively constant” or slowly changing technological, geo- 
graphic, social, and cultural elements in the French economy. An epilogue 
sums up the author’s reflections on the economic prospects of France. These 
last two sections are less fully developed than the main body of the book but 
ofier suggestions for future inquiry as well as mature conclusions. 

When the author completed his analysis in January 1956, the crisis over 
the Suez Canal and the unsettlement over French North Africa had not cast 
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their dark shadows over French economic conditions. Until some agreement 
over Middle East and North African problems is reached by the United 
States, France, and Britain, this situation will not improve. But there may 
be changes in American policy or British-French economic-military arrange- 
ments that will help to confirm Jeanneney in his belief that economic con- 
ditions in France have a good chance for long-range improvement. Some of 
the grounds for his confidence early in 1956 were: (1) the price stability 
that had been maintained since 1952; (2) the growth of agricultural and 
industria! production after 1952-53 at rates that proved France had a capacity 
for production and an ability to progress greater than most experts had 
deemed likely; (3) a great decrease in the unfavorable balance of trade and 
an increase in gold and foreign exchange reserves; (4) a stabilization of births 
at a level that assures a surplus of 300,000 births a year. 

The author, however, felt obligated even then to point out some disquieting 
facts: (1) The improvement in the balance of trade had been achieved by 
special customs regulations which might provoke reprisals by other coun- 
tries in a world economic recession. (2) American governmental aid had eased 
various pressures on the French balance of payments during periods of in- 
ternational tension, but could not be counted on indefinitely. (3) The large 
deficit in national finances, high prices, and high interest rates threatened to 
get out of control. He was also concerned as to how public and private in- 
vestments could be increased so that there would be the same annual increase 
in production from 1956 on as there had been in 1953-55. 

The weakness of the French economy resulting from too limited a supply 
of capital goods Jeanneney attributes in part to the large number of highly 
inefficient enterprises in agriculture, industry, and commerce that have sur- 
vived through state aid and inadequate competition. He favors state aid and 
guidance to better employment opportunities for displaced peasants, artisans, 
factory workers, and small shop-keepers. To him rapid economic progress 
seems best assured through appeals to private initiative and individual interest 
and through reliance upon the mechanisms and operations of the competitive 
market. Yet he recognizes the need for state action in two cases especially: 
(1) to redress the economic hardships flowing from depression and inflation; 
(2) to promote the growth of production and consumption, long- as well as 
short-range. He sees the need for the attainment of a greater continuity and 
harmony in governmental planning than the rapidly shifting governments of 
France since 1946 have been able to attain. He stresses the need for French- 
men who are fearful of change to embark upon a bold program of investment 
in the production of such widely needed consumer goods as housing, food, 
clothing, household utilities, automobiles. He renounces the dream of France 
as a great military and colonial power (General de Gaulle’s vision of France 
recapturing its past gloire), but believes France may build up an economy 
of high employment and social welfare. Like other men of good will he hopes 
France may help other nations, particularly the newly emancipated states 
of Asia and Africa, to a higher stage of civilization and a greater international 
harmony. 

On questions of fact I have found nothing with which to take issue; on 
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questions of interpretation and policy I have found much that seemed sound 
and suggestive: e.g., his correlation of the increase in the birth rate with the 
increases in prices after the second world war (p. 20), his proposals for fiscal 
and tax reforms (p. 230 ff.). I sympathize with his wish for a balance between 
industry and agriculture (p. 65), yet fear that greater difficulties await such 
an equilibrium than those the author stresses. Each reader will find different 
points to intrigue him, whether he agrees or disagrees with the diagnoses and 
proposals presented. In any case, the facts are here given with scrupulous 
accuracy and admirable clarity. 
SIDNEY RATNER 

The Institute for Advanced Study 


La zone franc. By F. Brocu-Larné and others. (Paris: Presses Universitaires 
de France, for the Bibliothéque de la Science Economique. 1956. Pp. 512. 
2.200 fr.) 

Rarely is one presented with the opportunity to read a book which is 
authored by a combination representing both the administrator and the 
academic economist. It is rarer still, then, to find that the senior author of 
the present work, and many of his collaborators, combine both of these skills. 
Professor Bloch-Lainé is not only a professor at the Institut d’Etudes 
Politiques but is also the President of the Caisse Centrale de la France 
d’Outre-Mer. As such, he can describe, and in the truest sense report, the 
economic and political decisions which were taken affecting the French over- 
seas territory. His agency acts as a central bank for many parts of the French 
Union; it is, in addition, a major lending agency in all parts of the franc 
area. 

The introductory chapter provides a discussion of the nature of a mone- 
tary zone and its reasons for being, a description and defense of the plan of 
the book, and a preview of the book itself. The first of the three principal 
sections is by far the longest, since, as the authors tell us, there was far 
more material available on the nature of the monetary and fiscal institutions 
than on any of the other subjects. Few of the historical or institutional sections, 
the bulk of the book, suffer from a scanty treatment; on the contrary, both the 
present-day structures and their antecedents are presented in full detail. 

The first section is itself divided into three parts dealing respectively with 
(1) the nature of the central banking mechanism, the role of the central 
banks and their historical development, and the inter-relationships between 
these agencies, (2) the administration of public finances, the administrative 
and control functions reserved to the central government, and the distribution 
of expenses between the central government and the local governments; and 
(3) the organization and distribution of credit, the nature and development 
of the banking system, and the means of monctary control. 

Section II provides a thorough discussion of the operations of a monetary 
union. There are two parts, those relating to the external aspects, control of 
foreign exchange, duties and import quotas, the administration of a central- 
ized stock of gold and foreign exchange, and those describing the internal 
arrangements in a system in which there are a number of central banks, more 
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than one currency, and the necessity of maintaining complete internal con- 
vertibility. 

The third and final section is entitled economic solidarity. A discussion of 
the characteristics of the different economies of the zone is followed by a 
description of interzone and foreign commerce. 

Bloch-Lainé is a central banker. His major theme is that the purposes of 
the monetary union or franc area can be achieved best by a shift in the 
control mechanism from the French treasury to the Bank of France. He 
reasons that for the franc area to survive there must be a complete and im- 
mediate opportunity to convert metropolitan francs into territorial francs 
and vice versa. At the present, the French treasury assures this convertibility 
through a system of special (extrabudgetary) accounts. Thus, the treasury 
in effect administers a stabilization fund for the territorial currencies. Bloch- 
Lainé compares this to the pre-1949 period when the treasury accepted the 
responsibility for providing francs to the Exchange Stabilization Fund. In 
both cases, an excess demand for francs can mean additional treasury bor- 
rowing at the Bank of France; an excess supply of francs is used by the 
treasury to cover its regular expenditures. In addition to the disadvantages 
for monetary administration and the control of inflation, there is the problem 
of obscuring the precise amount of the flows from the mainland to the terri- 
tories. In place of the present system, Bloch-Lainé and his collaborators 
would institute, on the balance sheet of the Bank of France, an account en- 
titled “Avances au Compte de Compensation des monnaies de la zone franc” 
(p. 371). Just as the 1949 change resulted in clearer information on the nature 
of advances to the Exchange Stabilization Fund and hence the position of 
France in relation to foreign countries, this change would more clearly show 
the position of France in relation to the franc zone. It would, however, call 
for some change in the operations of the Bank of France which has, since its 
origin, confined its operation almost wholly to the mainland. 

A great effort is made to convince the reader of the interdependence of the 
area. It is true that the volume of French exports to and imports from the 
zone is impressive, but likewise the tariff barriers and exchange control mecha- 
nism are also impressive. The commercial statistics give little indication of 
interzone ties among the other members. What appears is a system in which 
the agricultural and raw material needs of France, developed in the colonies 
and former colonies, are exchanged for the manufactured products of France. 

The student of economic development will certainly find interesting ma- 
terial in the methods of financing the development of the area, Most of this 
financing is done by France. The tendency is for France’s relative share of 
the investment program to become larger. The members of the zone, however, 
participate in their own development most often by borrowing from France 
at low rates of interest. There unfortunately is little discussion of the de- 
sirability of such a policy as an alternative to a policy of increased domestic 
investment. 

Enough has been said to indicate that there is a vast amount of material 
here for the student of economic development and for the general economist. 
Bloch-Lainé and his associates have succeeded well in their aim of providing 
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us with a picture of the development of the franc area and its importance for 
France. It is all the more unfortunate that they neglect several opportunities 
to provide a more analytic discussion. 

ALLAN H. MELTZER 


University of Pennsylvania 


Planning for an Expanding Economy: Accumulation, Employment and Tech- 
nical Progress in Underdeveloped Countries. By C. N. Vakit and 
P. R. BRAHMANAND. (Bombay: Vora & Co. New York: Institute of 
Pacific Relations. 1956. Pp. xxx, 404. 20 s; $4.50.) 

Inadequacy of Western aggregative models as a basis for policy prescrip- 
tion in underdeveloped areas is the theme of this stimulating work by two 
prominent Indian economists. The authors have taken the second Indian 
five-year plan as the starting point for their attempted reorientation of analyti- 
cal perspective. 

The plan is doomed at its very outset, they claim, because it is derived 
from a theoretical apparatus which has very little relevance to the “reality 
of Indian economic conditions.” Underdevelopment, according to traditional 
western diagnosis, is due to deficiency in supply of fixed capital relative to 
potentially available labor. The obvious remedy, and the formula followed 
by the Indian planners, is to accelerate the rate of investment through austerity 
measures and to utilize surplus labor through labor-intensive production 
methods. 

This approach, the authors feel, is inherently contradictory. Income targets 
will not be reached in the context of the plan because the heavy emphasis 
on investment will only succeed in raising the value of the capital coefficient. 
The employment situation will worsen, rather than improve, because the 
planners have failed to provide for the necessary balance between demand 
and supply of wage-goods. The proposal to make up shortages in wage-goods 
through cottage industry development in the rural sector is self-defeating in 
that it retards rather than utilizes technical progress. Basically, the plan is 
deficient because it fails to come to grips with the pervasive problem of 
disguised unemployment. This is due to the planners’ preoccupation with 
analytical models oriented to the Western aggregate demand problem. 

Disguised unemployment persists in underdeveloped areas, the authors 
contend, primarily because of an aggregate deficiency of the supply of wage- 
goods. The crucial short-run determinant of economic growth therefore is 
the rate of expansion of the marketable surplus. Since this has been com- 
pletely overlooked by the planners, their measures will serve to frustrate, 
rather than realize economic development. 

The alternative proposed by the authors is to expand employment and 
investment coordinately. This is to be achieved by utilizing technical and 
organizational changes to effect a rapid expansion of wage-goods production, 
which in the process transforms surplus labor into “employable” units for use 
in capital construction activities. The strategy here is to increase the avail- 
ability of marketable surplus through noninflationary measures of forced 
savings. The resources thus released become the basis for a multiple expansion 
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of employment in investment, as determined by the “consumption multiplier.” 
This approach emphasizes formation of liquid rather than fixed capital, so 
that investment and employment may expand together. The plan’s approach, 
on the other hand, represses the marketable surplus and increases investment 
at the expense of employment. 

Solutions to long-run developmental problems are achieved, the authors 
claim, if the new investments are devoted to wage-goods production. Through 
appropriate technical innovations, it is possible to increase the rate of ex- 
pansion of wage-goods output substantially above that of population, as well 
as the net profitability of new investment. Thus, the potential for cumulative 
expansion of investment is created, the rate being determined by the “accumu- 
lation coefficient” (given by net profitability of new investment and the 
consumption multiplier). At the same time, a cumulative reduction of popula- 
tion pressure on land occurs, so that disguised unemployment is eliminated 
in “about ten years.” 

Yet, while the authors have assailed the plan for failing to solve the problem 
of disguised unemployment, this reviewer feels their alternative also does not 
yield a solution within the given period (even the ten-year estimate appears 
overly optimistic). The ultimate basis for appraisal would seem to be whether 
capital formation contemplated by the plan will enhance technical progress 
so that wage-goods output may be expanded to a greater or lesser extent than 
envisaged in the alternative. However, the comparison should appropriately 
be made for 15 or 20 years hence. It seems the authors have also relied on 
technical progress to achieve rapid output expansion without being clear as to 
the basis of such progress. Technical or organizational changes cumulate gradu- 
ally over time and also depend on a given status of capital accumulation. It is 
difficult to visualize how they may be rushed into action, particularly in view 
of the institutional environment of underdeveloped areas. The reviewer would 
also question the extent of forced savings, necessary to initiate the expansion 
process, which might be extracted from a rural sector, already hovering around 
subsistence levels, 

Nevertheless, the entire argument has been cogently and Jucidly presented 
and deserves serious consideration from Western economists, The volume is 
a distinctly superior analytical effort and gives promise that when a theory 
of development and underdevelopment is formulated, it might well come from 
the Eastern academic world. 

SHELLEY M. MARK 

University of Hawaii 


Capital Requirements for the Development of South and South-East Asia. 
By S. A. Apsas. (Groningen; J. B. Wolters. 1956. Pp. 151. $4.00.) 


While explicitly recognizing that there are more dimensions to the problem 
of economic development among the underdeveloped nations of the world 
than capital formation, S. A. Abbas of The Netherlands is concerned with 
methods of estimating the magnitude of capital required if south and south- 
east Asia are to be lifted out of their awful poverty. He observes that the 
United Nations experts who authored Measures for the Economic Develop- 
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ment of Underdeveloped Countries come up to this problem only to back 
away from it: 


We have debated at some length whether it would serve any useful pur- 
pose to suggest any figures in this sphere and whether we should not 
merely leave the matter by saying that these countries will progress faster 
if they get more capital and more slowly if they get less. We have, how- 
ever, come to the conclusion that there is so little understanding of the 
magnitude of what is involved that we would be failing in our duty if we 
did not indicate that, in our opinion, the transfer of capital that is re- 
quired to raise rapidly the living standards of underdeveloped countries 
is far beyond what is currently envisaged.’ 


Dr. Abbas finds in the device of capital coefficients a tool for attacking this 
problem. He notes that while capital coefficients differ strikingly between 
industries, there is remarkably narrow range in over-all coefficients country 
to country. Defining South and Southeast Asia for the purposes of his study 
to include India, Pakistan, Ceylon, Burma, Thailand, Indonesia and the 
Philippines, Abbas believes from fragmentary information that one may 
take 4 as the capital coefficient of the area. 

To estimate capital requirements it is necessary to make assumptions on 
population growth as well as the numerical value of the capital coefficient. 
Notwithstanding the inadequacy of the data, Abbas believes we may assume 
the population is growing at a rate of 1.33 per cent per annum in the area. He 
accordingly concludes that capital formation must be at the rate of 5.32 
per cent of the national income if per capita income is to hold its own. 
Inasmuch as he sees savings to be merely 4 per cent, he concludes that the 
area in its own endeavors is not even holding its own much less raising itself 
out of its all pervading poverty. 

On the basis of the very limited estimates of income data, Abbas quantifies 
initial, annual capital requirements for the area (1951) under three sets of 
assumption (figures are in millons of US dollars): 


Case I Maintaining per capital income in the face of popu- 
lation growth: 
Case II Increasing per capita income by $1 per annum: 
Case III Employing the annual increment of population in the 
nonagricultural sector and transferring to this sector, 
at the rate of 2 million persons a year, surplus 
workers in agriculture: 12,998 


Since he estimates domestic capital formation at $1,132 million with net out- 
flow of $14.3 million, the disparity between present rates of domestic capital 
formation and capital required to raise the area out of its present condition 
is at once apparent. In 1951 he believes that the inflow of foreign capital 
from all sources amounted to $604 million. 

Abbas builds his analysis on the most recent advances in theoretical work 
in the U.S. and Europe. His basic problem is the disparity between his tools 
and his material. His tools are designed for dealing with integrated economies. 


*United Nations, Measures for the Economic Development of Under-developed Coun 
tries (New York, 1951). Cited by Abbas, pp. 4-5. 
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They are meaningful in the context of such economies but have only limited 
applicability to economies such as those found in South and Southeast Asia 
which are not truly integrated. There is a further problem: that of the dis- 
parity between the refinement of the tools and the crudity of the data with 
which one has to work in these areas: Abbas believes he minimizes this latter 
difficulty by taking a group of countries. Whether this increases or diminishes 
the problem, however, it in no sense obviates it. 

With these reservations in mind, Abbas has provided us with estimates 
of capital requirements. But, as he would readily admit, for such requirements 
actually to be requirements, structural changes in the very fabric of these 
societies will have to occur. Groups presently politically dominant will have 
to be displaced. One has only to view the problems attaching to school 
integration in our South to have a sobering realization of what difficulties 
such political and social realignments involve. 

Probably because the book is in English, a foreign language to its author 
and to its publisher, there are numerous typographical slips, which, when 
numbers are involved, are particularly disconcerting. Although the style of 
expression is at time awkward, it would perhaps more become us to applaud 
the author’s linguistic ability than to lament an occasional unidiomatic ex- 
pression. 

ELEANOR M. HADLEY 

Smith College 


Istoriya narodnogo khozyaystva SSSR. Vol. U1, Sotsialism. By P. 1. Lyasu- 


CHENKO. (Moscow: Gosudarstvennoye Izdatel’stvo Politicheskoy Litera- 
tury. 1956. Pp. 643. 13 r. 50k.) 

The first two volumes of P. I. Lyashchenko’s economic history of the peoples 
of the Soviet Union, covering the precapitalist and capitalist periods, are avail- 
able in English translation under the title History of the National Economy 
of Russia to the 1917 Revolution (New York: Macmillan, 1949). The book 
under review is the first Russian edition of the third and last volume of the 
history, covering the period of “socialism” from 1917 to 1950. 

The book comprises three long chapters and nine subchapters arranged 
chronologically according to the usual periodization of Soviet history: the 
revolution of 1917, the period of war communism (1918-1920), the new 
economic policy (1921-1929), the collectivization of agriculture and the first 
five-year plans (1929-1940), the second world war (1941-1945), and the 
period of postwar reconstruction (1946-1950). 

About the material of the book Lyashchenko says frankly in his foreword: 
“Not all chapters have been elaborated to a sufficient extent. This is ex- 
plainable by the fact that in the case of some chapters the author was not 
able to use the necessary materials and that not all the problems of the history 
of the national economy have been elaborated to the necessary extent in our 
historical and historico-economic literature.” This may mean that the author 
was not allowed to use all the necessary materials and that he did not venture 
to discuss problems on which the party line has not yet been established. 

It is also noticeable that whereas in the rest of the world in the course of 


- 
} 
4 
Bes 
4 
| 


BOOK REVIEWS 429 


time, as the result of the growth and accumulation of knowledge, the quantity 
and quality of statistical data and facts available to the economist constantly 
and cumulatively increase, in the Soviet Union as Lyashchenko’s book bears 
witness a reverse process is in evidence: there the quantity and quality of 
data available to the scientist can be figuratively described by an ogive 
cumulated downward. Altogether there are over 100 tables and some 200 
footnotes on the original primary sources in Lyashchenko’s book, but 
whereas for the period 1917-1929 he was able to produce 56 tables and 
about 150 primary-source quotations, for the period 1940-1950 he produced 
only 5 tables and 7 primary-source quotations for almost an equal number 
of pages. 

Lyashchenko’s statistical analysis of economic growth is conducted almost 
exclusively in terms of physical units, with the production aspect of the 
problem completely predominant and the distribution and consumption aspects 
noticeably neglected. Such an emphasis leaves the cost aspects of economic 
progress almost completely absent from the book. This approach is not 
entirely Marxian for though Marx did advocate “the management of things” 
rather than market values under socialism and put stronger emphasis upon 
production than on anything else, nevertheless he always at least called at 
tention to the need for economizing on such cost aspects as labor input and 
the labor-time component of the value produced. 

Again this seems to be not entirely the fault of the author. Where he has 
aggregate data available he uses them skillfully. But too often they are not 
available to him. Thus, for example, he very seldom uses national income 
data; he devotes a score of pages to a penetrating verbal analysis of the 
problems of the accumulation and allocation of capital (pp. 196-216), but 
his data are sufficient to analyze these problems statistically only for the 
period 1917-1929. Similarly, he is aware of the meaning and importance of 
prices under the Soviet state monopoly system; he says, e.g.: “Price policy 
was one of the main points of all the economic policies of the Soviet state. 
In the final analysis it determined the prospects of the development of in- 
dustry and agriculture, the rates of capital accumulation, the real wages of 
the workers, the stability of the financial system, etc. Hence, in the problem 
of prices there met all the basic economic and political problems” (p. 232). 
But he is able to analyze the prices and price policies for the preindustrializa 
tion period only; he has no data or is not allowed to speak about the prices 
after 1929. On the other hand, the lack of data does not explain Lyashchenko’s 
failure to consider the foreign trade of the USSR at least for the periods 
before the second five-year plan when it was quite important for the in- 
dustrialization of the country. 

Unfortunately, some politically influenced biases in the appraisal of his- 
torical facts and periods are also present in the book. Thus, for example, the 
old dogma that the party never errs forced Lyashchenko to keep silent on the 
error of the Russian Communist Party in hastily trying to construct a 
marketless and moneyless communistic economy in industrially backward 
Russia immediately after the revolution, in the period of so-called war com- 
munism, an effort which failed. Lyashchenko quotes Stalin’s post factum 
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retnarks of 1928 to the effect that war communism was only “a set of meas- 
ures necessitated by the war” and not a consistent party policy aimed at the 
establishment of a new economic system (pp. 68-69). But that they were 
not only “war measures’’ but were also a consciously applied economic doctrine 
is shown by paragraphs 13, 14, and 16 of the economic part of the Program 
of the Russian Communist Party adopted by its 8th Congress in 1919, by 
the famous book of N. Bukharin, The ABC of Communism, and by numerous 
other publications, documents and ideological pronouncements of the Soviet 
leaders of the period. 

With all these limitations and shortcomings Lyashchenko’s book neverthe- 
less is in certain aspects a valuable contribution to the history of the Soviet 
Union’s economy. It provides in organized form some important facts and 
data on the preindustrialization period. The period of the new economic 
policy is especially well elaborated. It is quite frank and factual about the 
process of the collectivization of agriculture. For the periods of the first and 
second five-year plans it provides a detailed coverage and extensive statistics 
(but mostly in physical terms) on the growth and development of individual 
industries and branches of economy. For the first time in the scientific litera- 
ture on Soviet economics Lyashchenko attempts to give a comprehensive pic- 
ture of the Soviet economic policy towards the constituent republics of the 
USSR. The book has also a highly useful chronological table of main economic 
events in the USSR for the period 1917-1950. 

In 1956 P. I. Lyashchenko died. This book is in fact a posthumous publica- 
tion. The author was ‘one of the leading contemporary Ukrainian economists, 
with a long list of contributions to Soviet economics. He was a full member 
of the Ukrainian Academy of Sciences and a corresponding member of the 
Academy of Sciences of the USSR. He held a Stalin prize for the first two 
volumes of his history. 

VsEvOLop HOLUBNYCHY 

Institute for the Study of the USSR, 

New York, N.Y. and Munich, Germany 


The Resurgent Years 1911-1927: A History of the Standard Oil Company 
(New Jersey). By Grorce 5S. and Evetyn H. KNow ton. (New 
York: Harper & Brothers. 1956. Pp. xxix, 754. $7.50.) 

This is the second of three volumes prepared under the auspices of the 
Business History Foundation, Inc., on the history of Standard Oil Company 
(New Jersey), and deals with its rebuilding and expansion, horizontally and 
vertically, from the dissolution decree in 1911 until 1927. The first volume 
was published in November 1955 as Pioneering in Big Business by R. W. and 
M. E. Hidy for the period from 1882 to 1911. For each volume, the old rec- 
ords and files of Standard Oil Company (New Jersey) provided the princi- 
pal source materials. 

The economic problems created by the 1911 decree are described in the 
early part of the book. As the authors point out, Jersey Standard itself had 
never been a producing company before 1911, but was principally a refining 
and marketing organization. Among the companies disaffiliated were those 
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which transported crude oil from the fields to its refineries in New Jersey and 
those engaged in crude oil producing and purchasing. Former affiliates were 
willing to sell their crude oil and continue shipments to Jersey Standard as 
in the past, but increasing dissatisfaction with their unwillingness to increase 
production (p. 56) was a reason for Jersey Standard’s expansion after 1918. 
The authors demonstrate that integration is the keynote of this period and 
conclude that the eventual effect of the decree was to foster competition, 
not only between former members of the Standard Oil trust, but also in 
dependent organizations, such as Gulf, Pure and Texaco. However, they claim 
the economic position of the small independent remained as precarious as 
ever and sometimes he could not afford to be efficient or farsighted (p. 624). 

Detailed treatment is given to important developments and policies in 
Jersey Standard’s reintegration. This includes its crude oil expansion in the 
mid-continent area through Carter and Louisiana Standard, acquisition of 
Humble in 1919, construction and use of pipelines to serve its refineries, use 
of its large tanker fleet, research programs, processes, patent litigation and 
refinery output. The expansion into Arkansas was the first venture into 
territory not served at the time of the decree. With reference to unbalanced 
conditions of refining and marketing the authors state at page 187: “The 
Jersey Company, so heavily endowed with refining capacity that it lacked 
sufficient trade outlets within its own marketing territory, was able and only 
too willing to continue to remedy the deficiencies of companies such as Stand 
ard of New York, which possessed highly developed marketing facilities and 
inadequate refining capacity to serve them.”’ 

Roughly one-third of the volume is on its business and competition in 
foreign countries. The methods employed by Jersey Standard in its producing 
ventures in the Middle East, Mexico, Venezuela, Bolivia, Colombia, Peru, 
Dutch East Indies, and other areas are reviewed, as well as those activities 
concerned primarily with marketing agreements and outlets in foreign coun- 
tries. One reason for expansion in foreign crude oil is suggested on page 108 
as follows: “In protecting our foreign investment, we protect ourselves and 
our friends by controlling a greater percentage of the foreign business which 
comes directly into competition with American products. By owning it, we 
can influence its activity at times when production is too great or too small 
in America and maintain more regular conditions.”’ 

Basic operating and financial statistics for Standard Oil Company (New 
Jersey) and affiliates by years are included. For example, Table VIL (Appendix 
2, p. 676) gives the net crude oil production for Standard Oil Company (New 
Jersey) and affiliates by years, 1912 to 1927, separately, for each domestic 
and foreign affiliate; and Table 21 (p. 598) shows the net earnings and per 
centages for producing, transporting, refining and manufacturing, marketing, 
natural gas, and miscellaneous, separately, with a further breakdown by 
domestic and foreign earnings by years. 

The authors appear to place too much emphasis on the political climate 
under which Jersey Standard operated. For example, on page 624 they state: 
“The effect of unremitting public attacks, many of which had been launched 
for eminently selfish purposes, was to make Jersey Standard watchful, sensi- 
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tive, cautious—-and strong. The La Follette Committee report of 1923 was 
a reverberating salvo fired by the retreating but not defeated enemies of 
the large corporation.” 

The role that various officers and others played in developing its policies 
and programs during this period is clearly indicated. In measuring Jersey 
Standard’s growth, convincing facts are presented on the efficiency of its 
operations and administrative decisions. During the period from January 
1, 1913 to December 31, 1926, with reference to sources of funds, Jersey 
Standard’s own earnings and dividends paid to it were 61 per cent of the 
total (p. 605) and for the entire 1912-1927 period earnings averaged 12.4 
per cent. 

The organization of the volume is excellent and it is carefully documented. 
The authors deserve much credit for a valuable contribution to business his- 
tory in tracing the growth of Standard Oil Company (New Jersey) after 
the dissolution decree. 

Roy C. Coox 


Washington, D.C. 


Statistical Methods; Econometrics; Social Accounting 


Studies in Inter-Sectoral Relations. By P. NORREGAARD RASMUSSEN. (Amster 
dam: North-Holland Publishing Co. 1956. Pp. 217. $6.00.) 

This book is the work of a young Danish economist, now professor at the 
University of Copenhagen, whose earlier publications were largely articles 
on econometrics in Danish journals. The volume is not a translation in the 
sense of deriving from a parallel Danish publication, but it is evident that 
English was employed only in order to reach a wider market, and that its 
use must have presented many trials to the author, a number of which remain 
for the reader. 

The volume is devoted to the development of certain techniques for the 
application of input-output analysis to selected problems, The presentation 
is largely formal and more or less rigorous, and a good many equations appear 
which contain summation and matrix algebra symbols. Within this mathe- 
matical area the operations are quite elementary— as is most of input-output 
mathematics but for the reader not at all familiar with matrix algebra, the 
explanations in the text would be insufficient. The reader who does wish to 
follow the mathematics could do so adequately by referring to some good 
introductory work, such as the appendix of Gerhard Tintner’s Econometrics 
(New York, 1952). 

Although the author describes his book as a “methodological” contribution 
to problems of intersectoral and international trade, its main body consists 
of a series of theorems and formulae of measurement deduced from the 
Leontief static open input-output model, applied to three important areas of 
economic analysis: (1) the system-wide effects of specified changes in the 
prices of resources on the prices of individual goods; (2) the changes in the 
distribution of net income (value-added and its components) among individual 
industries as the results of changes in prices—-Rasmussen calls such shifts 
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changes in the “terms of trade” among industries; and (3) measures of struc- 
ture and structural change of an economy as a whole. These theories and meas- 
ures are illustrated with relevant data and coefficient matrices for the economy 
of Denmark in 1947 and 1949. (The author disclaims consideration of the 
empirical applications as tests, on the ground of the preliminary character of 
the coefficient values, but the final matrix estimates have since been published 
by the Danish government, and the reviewer finds little change.) In addi 
tion, three early chapters deal with the theory and some of the implications 
and limitations of input-output analysis, while discussions of methodological 
issues are scattered through the volume. There is an appendix on the con 
ceptual problems involved in measuring gains and losses from changes in 
terms of trade, and on the assumptions underlying alternative solutions. A 
second appendix contains the Danish input-output flow and coefficient tables, 
and a brief discussion of the methods used in deflating and deriving the in 
verses. A bibliography lists some 120 books and articles; although this list 
is fairly broad, the reader will find it superseded by the comprehensive /nter- 
industry Economic Studies of Riley and Allen. 

The advertising notices announcing Rasmussen’s book may give the im- 
pression that it includes an adequate general account of input-output analy- 
sis. This is not the case. The sketch of the model presented in the first three 
chapters would not add to the understanding of input-output specialists. Yet 
it is not so well organized or so clear as to serve the purpose of an introduction 
or review. This inadequacy results partly from an apparent uncertainty of 
purpose of the book as a whole, partly from lapses of style. (As an example 
of the latter, the important concept of the coefficient of the inverse matrix is 
introduced for the first time in an equation on page 35, but is not defined 
until a page later, and then only through another equation.) 

The major effort of the volume is devoted to the derivation and use of 
formulae for tracing the total price effects of specified price changes, The 
methods are fundamentally those presented by Leontief in 1946. Rasmussen 
introduces some variations on the Leontief solutions, mainly in setting up 
formulae for linking directly an exogenous change in one variable (such as an 
import price) to the resulting change in some other variable (such as some 
domestic sector’s wage or profit rate), and in expressing such changes as 
indexes relative to base-year prices. There are, in addition, formulae for 
measuring relative gains or losses among the factor incomes in different 
industries, in real and money terms, when relative prices change. A simple 
dynamic model is suggested for tracing an inflationary spiral, on the as 
sumption that a known percentage increase in all wage rates follows each 
increase in the cost of consumer goods which the model has derived from the 
prior wage rise. 

No work prior to Rasmussen’s has applied input-output theory to the 
interdependence of prices in the real world in such an elaborate and formal 
manner-—and not without reason. Since this specific application was introduced 
‘Wassily Leontief, “Wages, Profits and Prices,” Quart. Jour. Econ., May 1946. The same 
article comprises Part IV, Section C, of Leontief’s The Structure of American Economy, 
1919-1939 (New York, 1951) 
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by Leontief some ten years ago, references to the use of input-output analysis 
for tracing the transmission of price changes have been confined almost 
entirely to warnings as to its weakness for this purpose. The weakness lies 
not only in the familiar problems of the measurement and stability of the 
technical relationships expressed in the coefficients, but also in the necessity 
of making the most hazardous assumption as to the degree of absorption or 
transmission by each industry of changes in the prices of its inputs. Real 
progress in this field would seem to require empirical research into the possi- 
bility of estimating the specific degree of price-change transmission. Rasmussen 
proceeds on the basis of very simple assumptions of uniform price effects, and 
does not address himself to the problem of how to select among alternative 
assumptions. Even so, his illustrations with Danish statistics seem to indicate 
that useful predictive results are possible; it should be recognized, however, 
that the amount of information specified in formulating his particular prob- 
lems was so great that the solutions were almost truistic. 

The most interesting subject taken up by the author is the application of 
the input-output method to the definition and measurement of economic struc- 
ture and structural change. Since the rationale of the input-output approach 
is rooted in its explicit use of the quantitative configuration of an economy’s 
sectoral interrelationships, it should be a pre-eminent tool for handling prob- 
lems of structural and developmental measure. That research has not turned 
seriously to such applications is probably due only to the concentration on 
other problems by available specialists. Leontief gave some attention to the 
matter in The Structure of American Economy (both editions) and subse- 
quently in Studies in the Structure of the American Economy (New York, 
1953), though he limited himself to comparison of the magnitudes of corre- 
sponding input coefficients in identical industries in various periods within the 
United States. Rasmussen has attempted to go further, by presenting what 
he calls “summary measures for the inverse matrix.” The two chief indexes 
he proposes are designed to measure the degree of importance of an individual 
industry within an economy, as indicated by the breadth of its contribution to 
and dependence upon all other sectors. This is at least a beginning in a direc- 
tion that seems very promising. 

On the whole this book is not a major contribution to input-output litera- 
ture. Its review of the basic theory is not very clear and is far from complete. 
Its empirical illustrations are incidental. The author’s theorizing is so rigidly 
formal, and remains so completely within the confines of the already de- 
veloped static open model, that to some degree the approach is a retrogression 
from the more recent tendency to relax the earlier assumptions and even in 
many cases to abandon the inflexible inverse matrix in order to deal with con- 
straints and alternative possibilities. 

Yet many readers may find a study of the book worth while. With the pres- 
ent lack of any satisfactory single presentation, the nonspecialist is likely to 
gain from a new work some additional insight into the meaning, potentialities, 
and unresolved problems of the input-output approach, Even the specialist 
may find it stimulating to be confronted afresh with controversial issues, and 
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to consider suggested applications, irrespective of his judgment of the author’s 
specific proposals. 
AMOR GOSFIELD 
University of Pittsburgh 


Economic Systems; Planning and Reform; Cooperation 


The Labour Government and British Industry, 1945-1951. By A. A. Rocow. 
(Ithaca: Cornell University Press. 1956. Pp. viii, 196. $3.00.) 

The chief value of this book lies in the originality of its approach, which 
is well defined. Rogow, one of that group of younger scholars attracted to 
postwar Britain by socialism in action, decided to test how successfully labor 
had transferred power to itself by examining the Labour Government’s rela- 
tions with British industry. The book is thus much more limited in scope than 
either Ben W. Lewis’ British Planning and Nationalization (1952) or Robert 
A. Brady’s Crisis in Britain (1950). Rogow’s method was to study a number 
of specific problems in which power contests developed between government 
and industry —notably the attempts to set up Development Councils, to limit 
dividends, and to nationalize steel. 

A chapter on planning makes clear how cautious was labor’s experimenta- 
tion in this field: nearly every device used grew directly out of the wartime 
control machinery. To make business do what labor wanted it to do, the 
government did not set up a system of direct controls devised and administered 
by independent government officials but relied heavily on consultation with in- 
dustry for both policy and administration. This meant that the trade associa- 
tions, a dominant influence in British industry, were not only left almost un- 
disturbed but came to exercise a powerful role in framing and administering 
such control policies as raw material rationing and price-fixing. Perhaps the 
most important reason the government had to rely so heavily on personnel 
recruited from industry (sometimes taken on by government as pound-a-year 
men) was the lack of any others who could have done the job. Democratizing 
the civil service would have required years to carry through. The same reason 

the strength of the private trade associations and the lack of any alternative 
regulatory machinery—explains the ineffectiveness of the Labour Govern- 
ment’s attempt to break up monopoly. Rogow notes that labor lacked any posi- 
tive program for regulating private industry, but he holds back from saying 
what he thinks such a program might consist of. 

A chapter on labor relations is the book’s weakest. It exaggerates the role 
of profit-sharing and neglects attention to the informal personal relationships 
between union leaders and government leaders, the political difficulties that 
gathered momentum after Cripps’ “Wage freeze” of 1948, and the significance 
of the Industrial Injuries Act in reforming the administration of workmen’s 
compensation. A chapter on taxation contains useful summary information 
but illustrates how much difficulty an honest author has in trying to make up 
his mind about the effect of high taxes on business incentives. The inevitable 
chapter on nationalization is saved from being just another review of familiar 
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material by focusing on the one attempt at nationalization where the power 
struggle was strongest, the steel industry. The private lron and Steel Federa- 
tion consistently thwarted the government’s attempt to set up an effective 
public corporation, and the government proved powerless to do much about 
it. When British industry “took its stand,” it won. It won again in the battle 
for public opinion, when the government threatened certain minor nationaliza- 
tions, such as sugar refining. 

\ concluding chapter on “The Politics of Stalemate?” explores some of the 
large and elusive questions of social and political change. Does the labor ex 
periment suggest that private business power will or will not “cooperate” with 
a government bent on reducing its power? (Rogow leaves vague the meaning of 
‘“cooperation.”’) When private industry begins to pay more attention to indus- 
trial democracy on the job, does this reduce the appeal of political solutions to 
social questions? Are property relationships in modern society relatively unim- 
portant and power interests the only ones that really count? Are the limits 
of British socialism set not by political power but by its bondage to middle- 
class values that prevent it from making full use of that power to reshape 
society according to a new ethic? In answering these questions, Rogow says 
nothing new; at times he does not probe as deeply as he might. But Rogow 
writes well and he merits praise for having assimilated a large mass of facts 
which he has skillfully distilled into a short, sensible, and very readable book. 

GEORGE B. BALDWIN 

Vanderbilt University 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Una Economia Libre sin Crisis y sin Paro. (A Free Economy Without De- 
pression and Unemployment.) By GERMAN BrernAcer. (Madrid: Aguilar, 
S. A. de Ediciones. 1955. Pp. 316. Ptas. 95.) 

The Spanish economist, German Bernacer, who first became known to his 
Anglo-Saxon colleagues in 1940 through an article by Sir Dennis Robertson,’ 
has published a new work dealing with the financial aspects of macroeconomic 
equilibrium. The new book, like Berndcer’s earlier works,’ constitutes an un- 
compromisingly liberal effort to develop an institutional framework for a free 
economy. In Bernacer’s system, unemployment, depression, and inflation find 
their cure with a minimum of direct government action. By the same token, 
the system restores and protects economic liberty, which the author sees 
threatened by growing interventionism. 

sernacer’s policy conclusions derive from his analysis of macroinstability. 
His thinking in this field, original when first formulated, points to conclusions 
not basically different from current formulations of the income-expenditure 
approach. Nevertheless, Bernacer’s analysis employs certain concepts that do 


'“A Spanish Contribution to the Theory of Fluctuations,’ Economica, Feb. 1940 


*An earlier statement of Berndcer’s ideas may be found in La Doctrina Funcional del 
Dinero (Instituto de Economia Sancho de Moncada, Madrid, 1945) 
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not fit very well into the customary national accounts framework, though they 
have a certain common-sense appeal. Berndcer sees the income stream divided 
into three parts: (1) consumption; (2) invested savings; and (3) savings that 
go into the financial market, a kind of suspense account, pending their ultimate 
disposal. The output stream is divided into three parallel categories: (1) out- 
put sold for consumption; (2) output sold for investment; and (3) output not 
yet sold to a final buyer that is held in inventory pending a final disposal. In 
equilibrium there is no change in the suspense accounts for savings and out- 
put, and all current output goes into consumption or investment. Saving and 
investment then are equal. 

In a disequilibrium situation, however, saving and investment, as defined 
by Bernacer, are not necessarily equal. A flow of savings into the financial mar- 
ket may force part of output into unwanted inventories, or into liquidation at 
cut prices, either of which would bring on a contraction. The reverse process, 
a seepage of funds out of the financial market into active circulation, brings 
on an expansion. Changes in the supply of money, through credit creation or 
balance-of-payments movements, have the same disequilibrating effect, unless 
by some accident their impact should remain confined to the financial market. 

Thus, the core of the causes of instability is found to lie in the institution 
of the financial market. Berndcer does not believe that interest-rate move- 
ments can halt inflationary or deflationary tendencies. But since in other 
respects he has faith in the price mechanism, he believes that the problem can 
be solved by dealing drastically with the root of the evil- by eliminating the 
free financial market. His positive proposals are geared to this end. The financ- 
ing of fixed investment would be achieved by the allocation of equities and 
bonds to income-receivers and, if necessary, to banks. Increases in working 
capital would be supplied by the banking system whenever necessary. Such 
creation of new money would not be in conflict with Bernacer’s equilibrium 
analysis, if the liquidity needs resulting from growth are taken into account. 
The banking system would thus become the main locus of flexibility and would 
play a key role as a policy instrument. 

This schematic presentation of Bernacer’s main ideas falls short of giving 
an impression of the detailed structure of the author’s thought and policy sug 
gestions. The book is brilliantly written, with the technical aspects relegated 
to appendices. In his leanings toward an automatic system working within a 
carefully constructed framework, Berndcer’s views resemble those of many 
nevliberals today. He differs substantially, however, in his pessimism regarding 
the effectiveness of the interest rate as a device for achieving equilibrium, and 
in the greater radicalism of his reform proposals. Fundamentally, Bernacer 
seems to take a Rousseauesque approach to economics: the market system is 
good, but some of the institutions which man has created are bad. By eliminat- 
ing them, we shall move closer to the “natural state’ of an economy and we 
shall be rewarded by its better functioning. 

Just what sort of an economy this would be without a capital market, with 
out the right to dispose of property, it is not easy to see. It would be free in 
the sense of freedom from state action. But it would be bound by rigid rules 
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of its own making. It would not be socialistic, but it would be a far cry from 
capitalism as we know it. 

Berndcer is aware that his reform proposals are at odds not only with 
vested interests, but also with the thinking of a great part of professional 
opinion. In the preface to the book he comments resignedly on the difficulty of 
finding acceptance for his views. To his readers, it is gratifying nevertheless 
to hear the voice of an independent economic thinker reaching them from 
Spain. 

Jorce FREYRE 

Havana, Cuba 


Monetary Policy in Continental Western Europe 1944-1952. By STEPHEN F. 
SHERWIN. Wisconsin Commerce Studies Vol. II (2). (Madison: Bureau 
of Business Research, University of Wisconsin. 1956. Pp. iv, 311. $1.15.) 

Few phases of recent financial history afford the student of monetary theory 
and practice as much illustrative material and as many significant test cases 
as the monetary experience of Western Europe following the second world war. 
The drastic monetary purges adopted in Belgium following her liberation, in 
the Netherlands and several other countries immediately after the war, and 
in Western Germany in 1948 are of interest primarily as an object lesson of 
what the shock treatment in the field of monetary policy can accomplish when 
the body economic is afflicted by a severe monetary malady. The more subtle 
policy responses to the aftereffects of these drastic cures as well as the various 
types of therapy applied whenever new outbreaks of monetary disorder be- 
came evident during the reconstruction period also make an interesting story. 
The political and economic pressures that prevented the adoption of compre- 
hensive monetary reform programs in France and Italy testify to the fact 
that monetary policies, particularly in periods of economic and _ financial 
turmoil, have an important influence on the distribution of income and wealth 
and thus touch upon very basic interests of powerful social groups. 

In his study of monetary policy in Continental Western Europe during the 
seven postwar years, Mr. Sherwin has done a creditable job in many respects. 
He shows himself fully alive to the dramatic aspects of postwar monetary 
policy and the manifold economic and social implications of the major mone- 
tary policy decisions in the period under review. His summaries comparing the 
widely varying policy measures taken during each major phase of the post- 
war monetary history in France, Italy, Germany, Holland, Belgium and Den 
mark are particularly useful to readers who are reluctant to delve into the 
author’s blow-by-blow account of what was done in this field throughout the 
period. That the book nevertheless does not fulfill all that one could have 
hoped for may be attributed to Sherwin’s tendency to issue categorical opin- 
ions all too frequently on the merits and shortcomings of specific policy meas 
ures. His value judgments, he warns, “are based on European rather than 
United States standards and are always relative to a country’s historical ex- 
perience.” Yet this caveat, whatever its precise meaning, does not appear to 
justify many of the author’s outspoken views as to what particular measures 
Europe’s central bankers should have adopted in particular situations. A case 
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in point is the following suggestion: ‘In Germany, the monetary authorities 
should have remedied the frictional unemployment by providing credits to 
transport the workers to places’ where there was idle capacity” (p. 208). Sev- 
eral other instances could also be cited of the author’s tendency to show a 
lack of restraint in commenting on controversial policy measures taken in 
extraordinarily complex situations. 

Fortunately, much the larger part of the book is descriptive. Part I en- 
titled “The Legacy of the War: Excess Liquidity” reviews the execution of 
the currency reforms in Belgium, Germany and the Netherlands and describes 
the policies pursued by Denmark, France and Italy in lieu of monetary re- 
forms. The inflationary pressures that were a natural concomitant of the early 
reconstruction period when consumers were reluctant to produce the requisite 
savings are reviewed in Part I]. Under the somewhat misleading title “The Re- 
cession” the author surveys in Part III the brief period of relative stability 
that, beginning in 1948 or 1949, prevailed in several countries where counterin- 
flationary measures achieved a considerable degree of success. Part IV con- 
tains a rather elaborate description of the monetary policy measures adopted 
when inflationary pressures again gained strength, in some countries following 
the September 1949 devaluations and in others subsequent to the outbreak of 
the Korean war in the summer of 1950. A useful “General Summary” con- 
cludes the book, the binding, editing and printing of which leave much to be 
desired—faults that may perhaps be excused by the very moderate price at 
which the Bureau of Business Research and Service of the University of Wis- 
consin offers it to the public. 

In the late ‘forties and early ’fifties, several monographs and articles in 
academic journals have covered specific phases of the postwar monetary 
experience of major European countries. A few papers, such as the excellent 
article “Excess Liquidity and Monetary Reforms” by J. G. Gurley in the 
March 1953 issue of this Review, contain detailed surveys of several monetary 
reform programs. Of course, numerous official publications and annual re- 
ports such as those of the Bank for International Settlements and United 
Nations agencies give a running account of monetary developments in the 
major European countries. But there exist very few broad and comparative 
studies of postwar monetary policies. While some of Sherwin’s value judgments 
carry little conviction, he has filled an important gap and performed a useful 
service by bringing together a great deal of material that is not easily acces- 
sible elsewhere. 

Frep H. Kiopstock 

New York, N.Y. 


The Federal Credit Union: Policy and Practice. By Joun T, Croreau. (New 
York: Harper & Bros, 1956. Pp. viii, 201. $4.00.) 

The credit-union movement is growing rapidly. In such a movement new 
elements appear. This book is a survey of federal credit unions, Each of its 
eleven chapters brings out new facts, many of which are sufficiently significant 
to render existing literature substantially obsolete. Only a few examples may 
be given here. 
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During the twenty years 1935-1954 promotional efforts by the Farm Credit 
Administration resulted in chartering 9096 unions, of which 6856 were in 
existence at the end of 1954. The 2240 liquidations possess especial interest 
because the total iosses caused by them in twenty years have amounted to 
only fifteen one-thousandths of one per cent of the balances standing to the 
credit of members at the end of the period. 

In 1180 liquidations, 57 per cent of the total number, the members received 
more— in some instances substantially more—than 100 per cent of their share 
balances. Why then did these successful credit unions liquidate? Three reasons 
seem to have been especially common: employer opposition, a change of plant 
location or the closing of an employer’s business. It is not surprising therefore 
to find that the occupational groups with the lowest percentages of charter 
cancellations are found in local governmefit and the public utilities. 

In 460 liquidations, 22 per cent of the total number, members received pre- 
cisely 100 per cent of their share balances. This precise equivalence in so many 
instances seems to be due chiefly to the methods employed in liquidation: an 
employer may buy the union’s assets for an amount sufficient to pay members 
100 per cent of their balances, or the union’s assets may be sold to a liquidat- 
ing agent for less than the face value, but for an amount sufficient to reimburse 
members. The liquidating agent thus secures a profit for his work. 

In 414 liquidations, or 20 per cent of the unions liquidated, members suf- 
fered some loss. Total losses were $129,048. (Present assets of federal unions 
are $1,033,179,042.) One union suffered a heavy loss, $33,778; but, even with 
this included, the average loss was only $3.44 per member for the unions 
that suffered loss. Typically the union that liquidated at a loss was small: 
245 of these 414 are listed as having assets less than $501. Federal examiners 
in reporting on the causes of liquidation assign first place to “indifference of 
potential leaders and members.” 

Other chapters also contain material that is novel. For example, credit 
unions started among urban workers; but since 1947 the assets of unions serv- 
ing rural residents have grown by 815 per cent. 

A new union reaches maturity in about twelve years. Members save chiefly 
for consumption expenditure. Their savings will for some years enlarge the 
union’s assets; but after some interval the withdrawals for such expenditure 
will be almost as large as the fresh savings. Maturity shows itself also in 
the composition of assets. A young credit union will hold chiefly cash and loans 
to members. After about four years the members’ need for loans is satisfied and 
other assets begin to appear; but not until after its fourteenth year will a 
typical federal union have more than a quarter of its assets invested in gov- 
ernment bonds and the shares of savings and loan associations. 

The organization of this book is good. Its conclusions are supported by 
statistical evidence, and its numerous statistical tables are well arranged. Its 
bibliography is especially complete and helpful. Professor Croteau is obviously 
an advocate of credit unions; but even those who do not share his enthusiasm, 
will agree that his volume is now clearly the best description available in this 
somewhat limited field. 

DOoNALp S. TUCKER 

Massachusetts Institute of Technology 
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Structure économique et théorie monétaire. By ALEXANDRE CHABERT. (Paris: 
Armand Colin. 1956. Pp. viii, 270. 1000 fr.) 

This monograph is devoted primarily to the statement and the statistical 
verification of a single thesis, stated in italics at page 225: “The more under- 
developed a country, i.¢., the closer it approaches an undifferentiated economy 
(monoculture or some similar state) the better does the quantity theory seem 
to fit.” The inspiration for the study developed out of Alvin Hansen’s seminar 
at Harvard and Hansen himself supplies a laudatory preface, making the 
volume in more senses than one a study in international economics and eco- 
nomic thought. 

The common sense of Chabert’s thesis can be developed in either Fisherian 
or Keynesian terms. Given a Fisherian equation of exchange, MV = PT, the 
fact of underdevelopment may be taken to imply that V and T remain rela- 
tively constant, so that the simple correlation between M and P is high. In 
developed countries V and 7 are subject to greater variation, so that the simple 
correlation between M and P is generally low and occasionally inverse. A 
Keynesian explanation of the same phenomena (found by Chabert in Hansen’s 
Guide to Keynes rather than in Keynes himself) runs in terms of the propen- 
sity to consume. In underdeveloped countries, the argument proceeds, marginal 
and average propensities to consume are approximately equal, while in de- 
veloped countries the allegedly greater divergence between the two interferes 
with the theory. 

Chabert’s main effort (Part II of the volume under review) is devoted to 
the statistical support of his thesis rather than further demonstration of its 
theoretical plausibility. The nub of his voluminous tables and charts, mainly 
drawn from League of Nations and United Nations sources, is the statistical 
correlation between M and P over the period 1929-52 and four sub-periods 
thereof (1929-37, 1937-40, 1941-45, 1946-52) for some 19 underdeveloped 
countries, the United States, and the United Kingdom. The 19 underdeveloped 
countries chosen are Latin American with four exceptions from the Middle 
East; they are further classified by degrees of underdevelopment (per capita 
consumption of energy, etc.). The statistics are presented largely in the raw, 
i.e., with a minimum of historical accompaniment, recalling the definition of 
the statistician as ‘a man who separates the facts from the figures and uses the 
figures.”’ The conclusions are favorable to the thesis, as cited above. 

_ Part I of Chabert’s monograph is a somewhat pedestrian résumé of socio- 
economic methodology on ‘“‘economic structure” and of the history of the 
quantity theory of money from the Greeks to Hansen. It is distinctive mainly 
by reason of Chabert’s admiration for Cantillon’s statement of the quantity 
theory together with its necessary modifications. He regards Cantillon (pace 
Adam Smith) as “the greatest economist of the 18th century” (p. 36) and he 
considers his own work as in large part “a return to Cantillon” (pp. 241-45). 
This Part is impressively, sometimes oppressively, documented, although the 
English-language references are marred by more than the usual number of 
minor footnote errors. A noteworthy omission is the newer “Chicago School” 
(L.W. Mints and Milton Friedman in particular) who have sought the re- 
habilitation of a generalized form of quantity theory in developed countries, 

the very areas where Chabert seems willing to abandon it. The Chicago publica- 
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tion most directly in point, Studies in the Quantity Theory of Money (edited 
by Friedman and Phillip Cagan) unfortunately appeared while Chabert’s 
volume was in press. It would have added to many readers’ interest had he 
been able to compare and contrast their positions with his own. 

M. BRONFENBRENNER 
Michigan State University 


Federal Reserve Operations in the Money and Government Securities Markets. 
By Ropert V. Roosa. (New York: Federal Reserve Bank of New York. 
1956. Pp. 108.) 

The functions of the Federal Reserve System are discussed in this pamphlet 
as defensive and dynamic, but the two sets of functions are treated as inter- 
dependent. The defense is against consequences of accidents such as tem- 
porary or seasonal shortage of reserves, or of the flow of funds between regions. 
The dynamic functions, which were instituted by the Bank Act of 1935, are 
for the ends of positive policy intended to aid expansion of investment or to 
produce contractionary effects. Open-market operations are given as an ex- 
ample. 

The central part of the money market is the banks and the apparatus by 
which their liquidity is maintained. The “goods” in the market are the “active 
margins of bank reserves,’ and near-money credit instruments. There is a 
clear explanation of two functions of the market: (1) the use of excess reserves 
as checking deposits vary, and provision of reserves when there is a deficiency, 
and (2) transactions in secondary reserves, which are liquid assets held by the 
banks. The defensive role of the Federal Reserve in the market is shown as 
one of distribution of reserves, and its dynamic role as one of variation of 
reserves in accordance with policy decisions. 

Dealers “make” a large part of the market in government securities. They 
purchase from banks, thus enabling the latter to obtain funds, and on the 
other hand banks lend to dealers. Thus the dealers act as buffers between 
banks. Dealers also obtain funds from the Federal Reserve by selling securities 
under an agreement to repurchase. 

The booklet also contains a routine description of the components of the 
New York money market as the main part of the whole. 

The functions of the Treasury as represented by the Federal Reserve’s 
Trading Desk are clearly explained. In this section the inadequacy of the 
defensive functions, for stability, and the indispensability of the dynamic 
functions, are shown. Positive policy decisions are based on two sets of fore- 
casts, prepared daily, but even with the aid of these and statistical records 
of past situations similar to the present, a market operation may produce only 
approximately the results expected. The activities of the Federal Reserve Sys- 
tem in the money and securities markets have to be continuous from day to 
day. 

The pamphlet is almost entirely explanatory and admittedly incompletely 
so. It should nevertheless prove to be a helpful, introductory work for graduate 
students or anyone who has read a standard book on money and banking. 

WILLIAM E. Gordon 

Marquette University 
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Monetary Studies 1-6. (New York: Economic Policy Commission, American 
Bankers Association. 1955. Pp. 146.) 

This service constitutes essentially a short course in the economics of money 
and banking aimed primarily at bank officers. The potential usefulness of the 
series is illustrated by the recent experience 0: a money and banking teacher. 
Several of his students took some T-account enalyses of monetary operations 
to a local bank officer for elucidation, found him unfamiliar with the mone- 
tary implications of the transactions, and returned wondering whether they 
had been studying the sort of material appropriate for a course in money and 
banking after all. 

The attempt here is to present the important characteristics and problems 
of our monetary system. To this end the following major subjects are treated 
in order after an introductory overview: the commercial banking system on the 
“supply” side of the credit market, including deposit creation, the role of 
reserves, and factors affecting bank reserves; the commercial banking system 
within the general money market, including a classification of various types 
of credit and a brief survey of the composition of the money market; the effects 
of Federal Reserve policies; the effects of Treasury operations; basic issues of 
monetary policy. 

The studies have the virtue of erring less than most textbooks in obscuring 
some fundamental monetary principles with detailed discussions of the nuances 
of monetary and financial institutions. It is noted at the outset that the studies 
“omit masses of material that would be contained in an academic treatise 
in this field”; one such omission is a treatment of the reserve and collateral re- 
quirements defined for the Federal Reserve System which have shaped and 
restricted policy in critical periods of our monetary history. But, partly for 
these reasons, teachers in the field might well find portions of the series suit- 
able as supplementary references for their classes. The T-account illustrations 
in the appendices should be useful in developing an understanding of the 
effects of commercial bank, Reserve, System, and Treasury transactions. 
Throughout, the format has eye-appeal. 

Many readers would be primarily interested in the last three of the six 
studies, encompassing monetary-fiscal-debt policy, as reflecting considered 
opinions of American Bankers Association spokesmen. As with most reviews 
of monetary objectives, methods of implementation, and the degree to which 
we have used or ought to use such methods, the reader should exercise some 
discernment in separating the issues as presented. For example, there are the 
related but distinct questions of (a) the extent to which the Federal Reserve 
System has actually utilized methods of implementing a stabilization objective, 
and (b) the conclusions yielded by the available evidence concerning the 
effectiveness of monetary policies if forthrightly pursued. 

The references to the 1953-54 recession are a case in point. There is, in these 
studies, a rather uncritical acceptance of the public pronouncements of the 
Federal Reserve authorities that their open-market policy through 1954 was in 
fact a significant antirecessionary policy. What will the record show? In the 
latter half of 1953 a customary seasonal expansion pattern in security holdings 
by the Federal Reserve System combined with the unseasonally slow growth 
in bank loans to reduce the pressure on bank reserves. But it is difficult to 
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distinguish the behavior of the System during this period from that of the 
preceding year when inflationary pressures appeared dominant. Then for 
months from the end of 1953 into 1954 the System was a net seller of U.S. 
Governments to an amount of over a billion dollars. A quarter of a billion of 
these sales were concentrated in one short week in February in response to 
what the New York Bank called the threat of a “sloppy” money market, after 
which the net change in System security holdings was negligible for the next 
three months. The effect of this, combined with other factors influencing mem- 
ber-bank reserves, was the usual substantial seasonal decline in total reserves 
and no perceptible easing in free reserves; and this was a period of noticeable 
recession, recognized as such at the time. Such behavior would seem to bear 
greater similarity to the System seasonal pattern than to an “active” easy 
money open-market policy. The recession was mild, reaching a bottom in the 
summer of 1954, but one is hard put to ascribe much thanks to the monetary 
actions employed. At the most, one can say that the System was neither forced 
or inclined to foster a contraction within the banking system and this, in itself, 
is a substantial advance over the fiasco of the early ’thirties. 

On the other hand, in the face of our failure really to pursue a timely mone 
tary policy in 1954, and in 1949 as well, it is impossible to conclude from the 
evidence that monetary measures are useless in a time of developing recession, 
contrary to some ill-informed but widely held opinions. Nothing in this 
evidence denies the hypothesis that a vigilant control over the money supply 
can influence expenditures and promote stabilization during an incipient reces- 
sion. Moreover, as these studies maintain, the pursuit of stabilization by gen- 
eral monetary policy is consistent with a private enterprise economy; it is as 
impersonal as the price system; it infringes to a minimum degree upon free 
choices among alternatives presented by the economy to enterprises and 
households. 

NORMAN V. BRECKNER 

University of California, Los Angeles 


Public Finance; Fiscal Policy 


Handbuch der Finanzwissenschaft. Vol. Il, rev. ed. Edited by WitHetm 
Gervorr and Fritz Neumark. (Tiibingen: J. C. B. Mohr, Paul Siebeck. 
1956. Pp. xii, 815. DM 62.) 

The Handbuch, the first volume of which appeared thirty years ago, is 
familiar to students of public finance as an outstanding reference work. 
Changes in fiscal institutions and in fiscal reasoning during the past decades 
have been great enough to warrant its overhauling. In its second edition the 
size of the work has been increased from three to four volumes. One of the 
two original editors, Wilhelm Gerloff, helped to prepare the revision, but did 
not live to see its completion. The new second—and, since Gerloff’s death 
only editor is Professor Fritz Neumark, Gerloff’s favored disciple who suc- 
ceeded him in the chair of public finance at the University of Frankfurt. 
Though written in German, the symposium is not entirely a product of the 
German mind, To the two volumes already completed, American, English, 
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French, Belgian, Swiss, Italian, and Scandinavian authors have made signifi- 
cant contributions. In the following review the first volume, published in 1952, 
will be neglected. I shall concentrate on the second volume dealing with the 
two subjects of public expenditures and public revenues. 

As far as public expenditures are concerned the discussion is rather frag- 
mentary. After an excellent start made by the well-known Belgian author 
Maurice Masoin, who discusses some fundamentals, no less than three articles 
are devoted to the determination of governmental salaries, especially in 
France, Belgium, England, Germany and the United States. The first part 
of the volume concludes with a thorough though brief analysis of “real” ex- 
penditures by Kurt Heinig of Stockholm. In the discussions some important 
topics have been touched only slightly or have been entirely overlooked: for 
instance, public expenditures and national income; the impact of public ex- 
penditures on the allocation of resources, employment, general price level, 
and price structure; compensatory spending; and problems of measurement. 

The second subject, public revenues, has been more adequately treated. 
The opening article, by Theo Keller, deals with the general role and some 
selected problems of public and semipublic enterprises. Later the discussion 
turns to some minor sources of public revenues: fees (by W. Gerloff), and 
“contributions” (Beitrige) and special assessments (by R. Biichner), Nat- 
urally most of the articles cultivate the large territory of taxation. In the fol- 
lowing remarks, only some of them will be discussed. 

The most sensitive subject, the theory of taxation, has been divided among 
three writers: the senior editor Gerloff, Giinter Schmélders, and Carsten 
Welinder. As can be expected from the title of Gerloff’s article, Steuerwirt- 
schaftslehre, he elaborates on the economic aspects of taxation. Fiscal theorists 
will appreciate that he has finally abandoned some of the orthodox notions he 
previously defended, even in an article under the same title, incorporated in 
the first edition. For instance, he now distinguishes between two classes of 
taxes: those used for financing government and the others intended to in- 
fluence human behavior. The first class is called Finanzsteuern, while the 
second class bears the less adequate name Ordnungssteuern. The significance 
Gerloff attributes to this distinction, may be gathered from the fact that, from 
the same point of view, he speaks of Ordnungsfinanz and claims that it com- 
prises “rational finance” (A. H. Hansen), “social finance” (William H. 
Beveridge), “political finance” (R. v. Keller) and “functional finance” (A. 
P. Lerner) as its subdivisions (p. 259). In other respects, however, Gerloff 
refuses to yield ground. For example, he reproduces his doctrine on “the 
resistance to taxation” in almost the same way as he stated it in the first 
edition. It will hardly meet with more acclaim than it did in the past. Tax 
resistances—-he thinks-——appear in many variations. Some of them result from 
the defects of government organization such as inefficiency in the enforce- 
ment of tax laws and in tax collection. Others originate from legal and illegal 
reactions of the taxpayer, such as tax avoidance and tax fraud. Under no 
conditions, however, should the notion be understood as comprising shifting 
and transformation of taxation because those reactions of the taxpayer are 
intended to reduce only his individual tax burden while tax resistances reduce 
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the revenue of the government (p. 292ff). It thus seemed pertinent to the 
editors to invite another expert to elaborate on the riddles of tax shifting. 

Though Welinder’s analysis of this subject winds up in a highly skeptical 
mood, it will fascinate readers involved in economic theory. Since he relies 
primarily on the general equilibrium approach, the vagueness of his conclu- 
sions is not surprising. Also Welinder admits that, by disregarding the specific 
character of taxes, the global approach has “no practical significance” (p. 
355). He even points out that no final solution can be found without com- 
paring an economic order which provides for taxation with some unreal 
economy without any public sector. 

The third article of the theoretical group deals with “tax systems and 
systematization of taxes.” In this context Schmdlders suggests a novel way to 
classify taxes-—using their degree of shiftability as principium divisionis. From 
this point of view, those taxes which can be passed on with relative ease are 
called “taxes on the market” or Marktsteuern. For the others he chooses the 
name of Masssteuern, which could be translated as “yardstick taxes.” Faute 
de micux this classification may be helpful though it is exposed to objections 
similar to those made to the old physiocratic dichotomy of direct and indirect 
taxes from which it has been derived. Shiftability depends on many factors. 
As our leading experts in this field have shown—and Welinder also in the 
article just reviewed—the kind of tax may play a less decisive role than the 
forms of the market, the phase of the business cycle, and the uses of gov- 
ernmental revenues. 

Almost half the volume has been reserved for a detailed discussion of par- 
ticular taxes. Some articles like those on income taxes (Henry Laufenburger), 
war profit and increment taxes (Carl S. Shoup), “real taxes” or Extragssteuern 
(Wilhelm Bickel), inheritance and gift taxes (Richard Biichner) and turnover 
and consumption taxes (both articles by Giinter Schmdlders) deserve high 
praise. In general, they provide detailed information on the tax structure and 
tax policy of various countries, especially France, England, Germany, Switzer- 
land, the United States, and Soviet Russia. In addition, there are two more 
general articles on the techniques of taxation and on tax auditing. Going 
beyond description and analysis, some authors disclose their preferences as 
to the solution of major tax problems. According to Laufenburger, for instance, 
some undeniable defects of general income taxation could be alleviated by its 
partial replacement by a value-added tax, as established in France since 
1947 (p. 500)--a suggestion, with which Schmdlders seems to concur 
(p. 595ff.) The volume ends with an excellent discussion on intergovernmental 
fiscal coordination by W. Bickel. He includes in his article also some timely 
considerations on international fiscal coordination between sovereign states 
in connection with tariff and economic unions and, more specifically, the 
European coal and steel community. 

It is difficult indeed to characterize in general terms a team of so many 
authors, each with his own philosophy, temperament, and experience. Allowing 
for major differences in method, concepts, and objectives, it can be stated, 
however, that most of them envisage public finance as an area subject to the 
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condominium of several sciences such as public administration, political sci- 
ence, law, economics and sociology. With only few exceptions they oppose a 
purely economic approach. The senior editor of the Handbuch goes even 
beyond this by denying the basically economic character of taxation. As he 
states, taxation is “not an economic, but a historical-legal category” (p. 251). 
This conception, however, hardly provides the sort of atmosphere within 
which studies on fiscal theory and fiscal policy can thrive. 

Such an orthodox, if not cameralistic, approach will nevertheless appeal to 
those readers who look primarily for empirical and historical information and 
are mainly concerned with political, administrative, and technical considera- 
tions. To this group the Handbuch makes its chief contribution. If the follow- 
ing volumes can maintain the level of the first two, the Handbuch will remain 
a standard work, highly esteemed and frequently consulted by fiscal adminis- 
trators and fiscal institutionalists. 

FRITZ KARL MANN 
The American University 


Traité de politique fiscale. By Maurice Laurf. (Paris: Presses Universi- 
taires de France. Pp. 425. 1.400 fr.) 

In spite of its title the treatise confines itself to the discussion of the tax 
system and does not deal with the entire domain of fiscal policy as that term is 
understood in this country. The determination of the means of raising govern- 
mental revenue, the problems of the management of the debt and the main- 
tenance of full employment and price stability are considered by the author to 
fall within the purview of budgetary policy. He concerns himself with tax 
structure and tax policy only although he fully admits the close connection be- 
tween the two branches of public finance. 

The first part of the book deals with the frontier between tax and budgetary 
policy, with the political underpinnings of tax theory and with some of the 
basic premises of the tax system. The second part discusses the economics of 
the tax structure, tax shifting and incidence, and the effect of taxes on the 
processes of production. Separate sections are devoted to taxes on commodi 
ties, on income and on capital transfers. This part ends with a discussion of 
taxable capacity and the measurement of tax burdens. 

In the third part can be found matters seldom included in works on public 
finance, In it M. Lauré discusses the international aspects of taxation, the tax 
problems of common market areas and those of a customs union. 

The last part deals with the psychological premises of tax policy. Included 
are the political, legal and administrative problems of tax policy, the problems 
of social control and those of evasion and compliance. The book ends with an 
appendix containing a brief discussion of the basis of tax policy under 
totalitarian regimes. 

Even though the book draws largely on the French tax system for its 
illustrations and arguments, the work purports to be more general in scope. 
It sets itself the ambitious task of tracing out a complete theory of taxation 
that would form the basis of a tax policy applicable to all advanced democratic 
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societies. There are frequent references to and comparisons with the American 
tax system and many conclusions and generalizations applicable to both coun- 
tries. 

The purely economics part of the treatise follows the major outlines of a 
standard textbook on taxation. If anything, the exposition is somewhat less 
rigorous than that found in a good American public finance text. Lauré, who 
has held several high positions in French tax administration, is not a profes- 
sional economist even though his knowledge of the literature is impressive. 
An American student may be a little hesitant to accept the statement that taxes 
on consumer goods do not interfere with the optimum allocation of resources 
or that money income is subject to diminishing marginal utility. It also seems 
a little surprising that in his essentially partial equilibrium analysis of in- 
cidence, the author does not employ supply and demand elasticities but talks 
instead of taxes being shifted forward from the “economically strong” to the 
“economically weak” (pp. 59 and ff.). The author, one of the sponsors of the 
French value-added tax that has, since 1955, replaced the multiple-stage 
turnover taxes, deplores the fact that commercial transactions, artisans and 
many public enterprises are still subject to these gross receipts and transac- 
tions levies. 

Lauré has many challenging things to say about individual income taxes. 
He shows that the French tax and parafiscal system has redistributed the 
national income downward. He argues however that this redistribution of in- 
come might have been due also to the increased productivity of the French 
economy that emphasizes the more efficient provision of goods for mass con- 
sumption, thus benefiting the lower reaches of income distribution. His con- 
clusions may be compared with those reached by Rottier and Albert in Jn- 
come Redistribution and Social Policy, who show that the French social 
services have had greater impact on horizontal rather than on the vertical 
distribution of income. Lauré is not unaware of this and has some disquieting 
things to say about the extra-heavy burden borne in France by the salary 
earners, the “backbone of a democratic society.” 

In criticizing the current concept of taxable income Lauré comes close to 
the position recently advocated by Kaldor. Lauré suggests that progressive 
rates should apply only to that part of income that is spent. Saving should be 
taxed at a flat rate. 

The French system of “family quotients” has been commented upon by 
several students of public finance. It is alleged to be more equitable than the 
American system of flat personal exemptions. Lauré lauds the provision of the 
1954 Internal Revenue Code granting half of the advantages of income split- 
ting to heads of households but contends that this privilege does not go far 
enough. Under the French system each child adds one half of a point to the 
“quotient.” Thus, a married couple with 4 children would divide its net in- 
come by 4 and multiply the tax liability by 4, to obtain its total liability under 
the individual income tax. 

Of special interest to students of comparative tax systems is the author’s 
calculation of the relative tax burdens in France and the United States. His 
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general conclusion is that the U.S. system, if applied in France, would yield 
only 60 per cent of the actual French yield (pp. 193 and ff.). In other words, 
the burden of French taxes in France is 5/3 of the corresponding burden in 
the United States. This is so largely because the burden of the income tax, 
long considered the neglected tax in the French system, actually bears more 
heavily on taxpayers in that country. Lauré calculates that the yield of the 
federal income tax would be one-tenth of its present yield were the tax im- 
posed in France. 

The discussion of the international aspects of taxation is in the classical 
tradition. Lauré points out that it is not the absolute level of costs but the 
differences in cost ratios that form the basis of the gains from trade under the 
doctrine of comparative advantage. While he admits the need for protecting 
infant industry under a customs union he argues in favor of a “fiscal contract” 
or a sliding scale of subsidies in preference to tariffs (p. 276). 

The reading of the last part of the treatise is likely to prove most reward- 
ing. It is in many respects a unique treatment of the imponderabilia of tax 
policy, its administration, enforcement and compliance, and is strongly 
reminiscent of Blough’s Federal Taxing Process (New York, 1952). Par- 
ticularly perceptive is Lauré’s treatment of evasion. He argues that tax evasion 
is greatest and easiest on the part of professionals, small business and com- 
merce. Comparing French and U.S. practices of evasion he asserts with con- 
viction that the situation is very similar in the two countries. The allegedly 
greater problem of tax fraud and evasion in France Lauré ascribes to the cir- 
cumstance that groups with facilities and aptitude for evasion are relatively 
more important in that country (p. 369). 

Perhaps the greatest value of this book lies in its emphasis on the point 
that many of the problems of tax policy and tax administration arise out of 
the similarity of “human nature” in societies with common heritage and com- 
mon civilizations. Much of what Lauré has to say about the “vigor of special 
privileges,” is echoed in this country in discussions of corrosive effects of what 
Heller calls the “most favored taxpayer” principle. 

ALeK A. ROZENTAL 

Saint Louis University 


New Sources of Local Revenue. Report of a Study Group of the Royal Insti 
tute of Public Administration. (London: Allen & Unwin Ltd. 1956. 


Pp. 260. 25s.) 

The study on which this report is based was undertaken because of the 
concern of the Royal Institute of Public Administration with the increase 
of central financial aid to local authorities and the resulting decline in local 
autonomy. The study-group comprised representatives from the national and 
local governments and students of local finance from the universities. The 
final report is largely a comparative study of the sources of local taxation 
in 13 countries. 

The report begins with a careful analysis of the problem of local finance 
in England and Wales. The difficulties noted are those familiar to us in the 
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United States—the inadequacy of real estate as the only important local tax 
base, inequitable assessments, increasing exemptions, the regressivity of the 
tax in practice, and the uneven geographic distribution of the base. 

Although local rates are not the primary object of the inquiry, the group 
does recommend some decreases in exemptions, and gives serious considera- 
tion to the possibility of substituting capital values for rental values. The 
description of the rating system is probably one of the most useful parts of 
the study for the American student of local finance, and should be read by 
all who argue that the british rate system is superior to our own tax on 
capital values. 

The main body of the report deals with the other taxes employed by local 
governments in various countries. It is noted that the only countries among 
those studied in which local taxes amount to more than 20 per cent of all 
taxes levied are those that levy local income taxes. A special study of the 
Swedish local income tax comprises nearly half of the total volume. This, 
too, should prove useful to local-finance students in this country. 

The group as a whole strongly recommends giving the British local authori- 
ties the power to levy low-rate taxes on earned income. They also recommend 
the transfer of the entertainments tax and motor vehicle and drivers’ licenses 
from the central government to local authorities. They do not recommend 
the use of sales taxes, citing American experience with this as a local tax 
as basis for their opposition. They also question local taxation of motor fuels, 
although they suggest that this might justify further study. 

The report as a whole is a well-balanced presentation of the current prob- 
lems of local finance in England and Wales, and it offers constructive solu- 
tions. Its interest to the American student lies partly in the detailed accounts 
of the British rating system and the Swedish local income tax, and partly 
in the brief but careful presentation of trends in local finance, and current 
inadequacies. These indicate that the trends and problems are much the same 
in all industrialized countries, and that comparative studies such as this can 
make an important contribution to our understanding. 

MABEL NEWCOMER 
Vassar College 


International Economics 


Sterling Dollar Diplomacy. By Ricuarp N. GArpNer. (New York: Oxford 
University Press. Oxford: Clarendon Press. 1956. Pp. xviii, 423.) 

A few years ago, Viner noted that “despite .. . the elaborate planning 
and negotiation and the impressive array of agencies, charters and noble pro- 
nouncements, the world is without effective formal organization today.’ The 
International Monetary Fund virtually suspended operations during the criti- 
cal period following the end of the war. The International Bank which was 
expected to play a leading role in the reconstruction of the war-devastated 
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economies was reduced to lending relatively small sums to underdeveloped 
areas. The charter of the International Trade Organization failed to win Con- 
gressional or Parliamentary approval, while the principles enunciated in the 
Anglo-American Financial Agreement were repudiated by Britain within a 
few months of their implementation. In Sterling Dollar Diplomacy, Dr. 
Gardner presents a detailed account of the Anglo-American economic confer- 
ences during the war and early postwar periods and suggests reasons for their 
failure to produce workable international organizations. 

On one level, Gardner’s study is a history of the rejection by Britain of 
the American government’s program for the reconstruction of the world 
economy. As is well known, the three major planks of this program were 
the reestablishment of a multilateral trade and payments structure, the res- 
toration of currency convertibility, and the universal adherence to the non- 
discriminatory principle. Since these have long been textbook ideals, it is 
legitimate to inquire why they proved so unacceptable in the postwar period. 
Gardner finds the answer to this question in three “errors” of American 
diplomacy. The first was the failure to perceive that economic policy cannot 
be formulated in a political vacuum. The second was the refusal to consider 
the special difficulties of particular countries; while the third was the belief 
that international cooperation can be secured simply by gaining acceptance 
for detailed codes of formal principles. The first two “errors” led to rigidities 
in American thinking which could not but have adverse effects on the out 
come of the negotiations. The third contributed to complacency once the 
ceremony of affixing signatures to impressive-sounding documents was over, 
without a full realization that the implementation, or rather the interpreta 
tion, of principles was much more significant than their formal acceptance. 

While Gardner’s analysis of the reasons for the breakdown of the war and 
early postwar negotiations is sufficiently comprehensive to embrace all plausi- 
ble explanations, this reviewer would place greatest emphasis on the failure 
to understand the nature or the magnitude of the postwar disequilibrium. 
This resulted in the development of a chasm between the policies actually 
advocated and those required to rectify the unbalance. The positions of both 
the British and American negotiators were derived in large part either from 
the experience of the interwar period or from economic models which were 
predicated on a greater degree of “normalcy” than in fact existed. There was, 
in general, an inadequate appreciation of the basic changes in the world 
economy wrought by the war, or of the severe nature of the disequilibrium 
which rendered policy conclusions derived from “ideal’’ models inapplicable. 
Keynes’ refusal to entertain the possibility that balance-of-payments diff 
culties can result equally from the inflationary policies of the deficit coun 
tries as from deflationary pressures in the United States is an example of 
the manner in which a fixation on the experience of the interwar period pre 
cluded clear thinking. The American government’s insistence on the almost 
immediate restoration of sterling convertibility and the adoption of the non- 
discriminatory principle is an example of the tendency to advocate policies 
derived from models without, apparently, the slightest realization that under 
conditions of severe dollar shortage, the adoption of these policies could 
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lead to a contraction in the level of trade rather than to the desired expan- 
sion. This tendency was all the more deplorable in that it furnished the 
advocates of bilateralism with arguments that their basic position did not 
warrant. 

In the absence of a clear understanding of the nature of the postwar prob- 
lem, the American government was ultimately forced to fall back upon ad 
hoc arrangements. The Europeon Recovery Program provided the finance 
necessary for reconstruction without which the International Monetary Fund 
could not function. The Intra-European Payments Schemes and the European 
Payments Union permitted, if indeed they did not sanction, discrimination 
against the dollar area, while negotiations under the General Agreement 
on ‘Tariffs and Trade resulted in a reduction in American tariffs without 
exacting the removal of preferences as a quid pro quo. It is significant that 
as a result of the improvement in the world economy made possible by these 
and other developments, the United Kingdom ultimately took important 
steps down the road charted by the American negotiators in the early postwar 
period. 

With the assumption by the United States of the economic and political 
leadership of the Western world, an analysis of the influences shaping Ameri- 
can diplomacy takes on added significance. Gardner’s well-written and de- 
tailed account of American economic diplomacy during a crucial period thus 
deserves a wide audience. The moral that emerges from his study has current 
relevance and should be pondered not only by students of international 
economics but by all who are interested in the development of American 
foreign policy. 

ELLiot ZUPNICK 
The City College of New York 


What the Tariff Means to American Industries. By Percy W. Bipwe_e 
(New York: Harper & Brothers, for the Council on Foreign Relations 
1956. Pp. xvi, 304. $5.00.) 

Nearly a half century ago F. W. Taussig wrote a book which attempted 
to consider the tariff, not in the abstract, but as it applied to various indus 
tries.' During the past 40 years the United States Tariff Commission has 
published an impressive list of tariff studies for individual industries. After 
the conclusion of many of the trade agreements the Tariff Commission has 
also published reports which give at least brief information concerning each 
of the products subject to “concessions” in the agreements. But an up-to-date 
study in the Taussig tradition of the actual situation in industries currently 
clamoring for increased tariff protection was long overdue. Mr. Bidwell’s 
recent book should go far toward meeting this need. 

Eight specific industries are analyzed in some detail: glassware, household 
china, bicycles. watches, woolens and worsteds, iron and steel, synthetic 
organic chemicals, and large electrical equipment. He tries to view the im- 
pact of tariff changes on these industries, not only from the national or inter- 
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national point of view, but also from the local point of view as they affect 
corporation profits and laborers’ wages and employment. The author was 
assisted in his study by a committee composed of members of the Council on 
Foreign Relations and of competent outsiders in the field of tariff policy. 
He also spent much time interviewing corporation executives, factory man- 
agers, importers and buyers. The result is a book which comes to most of 
the same judgments one would ordinarily expect from a liberal economist, 
but supported by concrete evidence which has been gathered with far greater 
care and interpreted with less obvious bias than has at times characterized 
the sweeping generalizations of the academic profession. 

The conclusion is inescapable that the tariff is relatively unimportant 
to American industries. In the glassware industry American manufacturers 
supply the great bulk of the American market. A section of the industry, how- 
ever, has been concerned recently by the reduction in domestic production 
and increase in imports of handmade stemware. But this certainly has been 
caused as much by the competition of machine-made stemware and above 
all by a change in American living habits as by reductions in the tariff, 
and no increase in the tariff could meet this basic problem. 

The duty on watches assumed international significance in 1954 when 
President Eisenhower raised the rates on some kinds of watches and watch 
movements by as much as 50 per cent above those established by the Swiss 
trade agreement of 1936. Since national defense considerations were men- 
tioned as influencing his decision they also play a paramount part in Bid- 
well’s study of the industry. He finds that lack of imagination in methods 
of production and marketing has been a major cause of the difficulties of 
American watchmakers. He feels that other industries could supply most of 
the defense needs for precision workers in small objects, and he points out 
that if defense needs could not be met in this way they should be met by 
the use of subsidies rather than tariffs. 

The national defense argument arises at a number of other points, espe- 
cially with respect to synthetic chemicals and heavy electrical machinery. 
Although foreign producers can meet American competition in a few highly 
specialized branches of these industries, the tariff is clearly of very marginal 
significance for the industries as a whole. Bidwell is disturbed, however, with 
the possibility that the provisions of the 1955 Reciprocal Trade Agreements 
\ct, which gave the Office of Defense Mobilization authority to determine 
whether there is reason to believe that imports of any commodity threaten 
the national security, may become a more potent weapon for tariff increases 
than the escape clause of trade agreements and the well-worn pauper labor 
arguments for tariffs. The case of heavy electrical machinery gave the author 
an opportunity to observe an industry in which the effects of the Buy Ameri- 
can Act are of far more significance than the tariff. 

Although written primarily as a report to the general public and in a style 
which assumes no technical training in economics for understanding, college 
teachers of economics should find in this book valuable collateral readings for 
the tariff sections of first-year economics courses as well as for more special- 
ized courses in international commercial policy. If some sections read like 
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a primer of the basic arguments against tariff protection we should at least 
welcome the book for the new and fresh illustrations which it provides. 
CARL KREIDER 


Goshen College 


Tariff Procedures and Trade Barriers: A Study of Indirect Protection in 
Canada and the United States. By G. A, Evtiott. (Toronto: University 
of Toronto Press. 1955. Pp, xiii, 293. $5.95.) 

The author’s purpose is to promote a better understanding of the burdens 
imposed on the economic life of a country by the procedures its government 
may use or develop to secure compliance with its tariff legislation and cer- 
tain other laws relating to the maintenance of sanitation and health, the pre- 
vention of misleading labeling, packaging and advertising, and the protection 
of copyrights, patents and trade marks. The book is illustrative and descrip- 
tive rather than statistical in character. It focuses on procedural barriers 
as they are encountered by Canadians when importing into Canada or export- 
ing to the United States. 

Though Professor Elliott specifically disclaims that his study can be re- 
garded as a general comparison of the total protective effects of Canadian 
and United States procedures respectively, his book is especially valuable 
in enabling the reader to obtain a point-by-point comparison or contrast be- 
tween Canadian and American methods of using various devices of indirect 
protection. Separate chapters are devoted to an examination of the oppor- 
tunity for indirect protection in (1) the increasing complexity of the tariff 
structure and its administration, (2) the requirements pertaining to entry 
and documentation, (3) the regulations on liquidation and litigation, (4) 
the recourse to ambiguous or split classification of tariff items, (5) the valua- 
tion procedures and antidumping duties in the United States, (6) the valua- 
tion and antidumping duties in Canada, and finally (7) the enforcement of 
other restrictive measures relating to marks of origin, health and sanitation, 
food and drugs, etc. 

The most considerable general difference between the customs proce- 
dures of the two countries is the greater frequency of judicial appeal in the 
United States. The author notes that the development of a group of special- 
ized customs attorneys in the United States helps to ensure that the provision 
for appeal will not be unduly diminished in the foreseeable future. In Canada, 
on the other hand, the extent of procedural protection against imports is 
regarded primarily as a political rather than judicial question, and recourse 
to such protection has varied with the general state of domestic business 
activity and foreign trade. 

It is difficult to read a book on this subject without experiencing a steadily 
growing conviction that governments have a natural propensity to function as 
agencies of delay and obstruction in a trading economy. They manage to slow 
down and thin out international economic life, even when their declared 
public purpose is to encourage imports by lowering tariff rates. Natural 
propensities apart, however, Elliott reminds us that the system of adminis- 
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tration and judicial procedures surrounding import policy has usually been 
intended to be protectionist in character in both Canada and the United 
States. If perchance this has occasionally been forgotten in an excess of zeal 
for reform and simplification, government officials and committees are likely 
to be promptly reminded what their responsibilities really are. For instance, 
during the Congressional hearings on the Customs Simplification Bill of 
1953, the representative of the Pin, Clip and Fastener Association deplored 
the tendency of Treasury officials to justify their recommendations for re- 
form in terms of efficiency in protecting the revenue. “Rather,” he stated, 
“the analysis of procedure, or a simplification of that procedure, should be 
looked at in terms of the protection and intended protection to be granted 
to American producers.” 

While Elliott takes the general position that the methods of indirect pro- 
tection are worse (or less good) than direct obstacles to trade, he maintains 
a judicious balance in his painstaking and patient analysis of the intricacies 
of the system. Only in the chapter on the classification of items for tariff 
payment purposes did this reviewer note an occasional lapse into words like 
“reprehensible,” “schizophrenic,” “conundrum,” “monstrosity” to describe 
the ultimate decisions made on controversial items. 

The author is also careful to point out that Canada and the United States 
are probably not the worst offenders in any over-all assessment of procedural 
obstruction as practiced by various nations. For instance, in neither of these 
countries are bribes or gifts to customs officials a necessary and important 
part of the cost of importing merchandise; nor do importers in these coun- 
tries sustain massive losses from pilfering or spoilage as a result of the gross 
inefficiency, dishonesty, carelessness or ill-will of government officials. 

Nevertheless, both countries have at various times, particularly in the 
1930’s, made extensive use of indirect protection to discourage imports. For 
instance, in the depression decade Canada fashioned a system of antidumping 
duties and official valuation of imports which was sufficiently restrictive to 
render unnecessary the use of import quotas and exchange control. The 
United States has evolved a method of valuation for customs purposes which, 
according to the author, is “probably unrivalled in its precision, in its in- 
tricacy, and in its general effectiveness in producing uncertainty and delay.” 

MAx GIDEONSE 

Rutgers University 


The Sterling Area in the Postwar World—Internal Mechanism and Cohesion 
1946-52. By Puitie W. Bev. (London: Oxford University Press. 1956. 
Pp. xxvi, 478. $10.10.) 

This book is a worthy addition to the postwar literature on the sterling 
area and its future. It is concerned for the most part with the internal working 
of the sterling area in its monetary aspects. The most distinctive feature of 
the volume is that it contains a wealth of detail on monetary institutions, 
practices and policies in sterling area countries. While one might quarrel 
with some of the detail, this is a particularly impressive achievement in view 
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of the fact that the author is American. There are also many shrewd theo- 
retical and empirical comments upon adjustment processes in the balance 
of payments and upon monetary processes generally. Most of the study 
terminates in 1952 although some effort was made to bring it up to March 
1955 for publication. The author is, in general, pessimistic as to the likeli- 
hood of the sterling area continuing as a cohesive whole in the future. Trading 
ties, while strong, have been maintained and fostered by controls, and overseas 
members have developed other trade connections; banking ties to London 
have become less important; and the United Kingdom, while having pro- 
vided sizable amounts of capital to the overseas sterling area since the second 
world war, is obviously less capable of so doing than it used to be. A good 
bibliography and a useful index are appended. This study is likely to become 
a standard reference source. 

American literature has tended to regard the postwar sterling area as a 
club, favoring members and discriminating against nonmembers, mainly the 
United States. Dollar shortage has been an important reason for discrimina- 
tion and has in turn been aggravated by this discrimination. There is little 
doubt that an important cohesive element in postwar sterling area arrange- 
ments has been a desire on the part of the members to insulate themselves 
from the United States. Overseas members have feared the instability of the 
United States economy and the (for them) unpredictable turns in American 
policy. On its part the United Kingdom has needed Overseas Sterling Area 
materials and foodstuffs, which it has paid for in goods and investments in 
member countries. This common American view that the sterling area is a 
discriminatory club is, however, naive in many respects. Discrimination 
against countries outside the sterling area exists. But it has not been impor- 
tant in several OSA countries; and it has been declining in recent years both 
in the United Kingdom and the OSA. Free transfer of funds within the area 
is often regarded as a feature of the club’s arrangements and another indica- 
tion of discrimination. But there have been many important limitations on 
transfer within the area, actual and threatened. In addition, London no longer 
holds the reserves of OSA members exclusively; pooling of dollar earnings 
is not uniform; and the pattern of fixed exchange rates among members has 
been broken. One is tempted to conclude that, except for the United Kingdom 
exchange control, which separates out these countries as “Scheduled Terri- 
tories,” there is little substance to what we loosely call the sterling area! 
Ihe reader who is skeptical of this somewhat facetious statement might try 
to define the sterling area as a distinctive monetary grouping. 

The future of the sterling area will be mainly a consequence of the likeli- 
hood of sterling continuing as an important international currency. Bell, as 
we have noted, is pessimistic on this score, and he has distinguished company. 
But new trading and financial arrangements could serve to strengthen—not 
weaken—sterling’s role. Suppose, for example, the OSA buys more in con- 
tinental Europe and runs a payments deficit, and continues to run payments 
surpluses with the United Kingdom, while the United Kingdom runs surpluses 
with continental Europe. In this event, sterling could continue as an important 
currency of settlement. This possibility seems particularly intriguing in view 


a 
> > 
4 
4 
} 
2 
{ 
at 
| 
| 
| 
32 
: 


BOOK REVIEWS 457 


of the official suggestion that Britain will consider joining some form of Euro- 
pean economic union. While sterling area arrangements are certain to be mod- 
ified, the important role that London can continue to play should not be mini- 
mized. There may be “lots of life in the old girl yet.” 
BERNARD GOODMAN 
Wayne State University 


Business Finance; Investment and Security Markets; 
Insurance 


The Pattern of Financial Asset Ownership, Wisconsin Individuals, 1949. By 
Tuomas R. Atkinson. (Princeton: Princeton University Press, for the 
National Bureau of Economic Research. 1956. Pp. xviii, 176. $3.75.) 

The statistical data presented and analyzed in this book relate to but a 
single year, 1949, and to only one state, Wisconsin. Notwithstanding its some 
what limited scope, however, the author has made a significant contribution 
to current literature on the general subject of savings and investment. 

The study is based on an analysis of 3,462 individual (or joint) state 
income tax returns for 1949, selected from a universe numbering approxi- 
mately 1,000,000. Returns of partnerships, corporations, and fiduciaries were 
excluded. The 3,462 units finally selected had one common characteristic: 
they all reported interest or dividend income, and thus offered evidence of 
ownership of financial assets. The types of financial assets covered by the 
survey include the three broad categories of savings deposits and related 
claims; corporate, state and municipal bonds, notes, and mortgages; and cor 
porate stocks. The financial assets omitted from the survey for lack of infor 
mation include cash, demand deposits, life insurance, bonds and other debt 
instruments in default, and stock which paid no dividends in 1949. All obli- 
gations of the United States government are excluded. It is estimated that 
the financial assets for which data are available account for almost one-half 
of the total value of all such assets held by individuals. 

Analysis indicates the existence of patterns of savings allocation character 
istic of different income groups. It is, however, carefully noted that the rela- 
tionship existing between the size of one’s income and the various types of 
financial assets making up the individual’s portfolio are complex and impos 
sible of generalization. 

The analysis appears to confirm many of the broad preconceptions regard 
ing investment preferences of different income groups. For example, it indi 
cates that lower-income groups seem to favor debt assets such as savings 
deposits and related claims, or bonds. The higher-income groups, on the other 
hand, favor corporate stocks. Over half the value of time deposits, related 
claims, and about half of direct debt assets, were held by individuals with 
less than $5,000 income. This same income group owned less than one-third 
of the total value of corporate stocks. For each type of financial asset, both 
the frequency of ownership and median size of the holding tended to increase 
for successively higher income groups. However, the distribution among the 
income strata of various types of financial assets differs widely. 
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The relationship between income status and ownership of various types 
of financial assets is subjected to thorough analysis. Considerable attention 
is devoted to the implication that the income of an individual determines to 
a large extent the pattern of his financial assets. But the study reveals that 
while size of income is of great importance, nonetheless there are other lines 
of causation that are significant. For example, total income is in part deter- 
mined by investment income. The presence of income-earning financial assets 
is important in shaping the distribution of income. Furthermore, ownership 
of particular assets partially determines the size of wage and salary income 
through the exercise of substantial or controlling stock interest. 

The analysis also points to some correlation among the income level of an 
individual, his occupation, and the size of the community in which he lives. 
It was found that there were significant differences among occupational groups 
as to types of assets held, both as to frequency of ownership, and as to the 
shares of total dollar value of each type of asset. The two groups with the 
smallest proportion of their holdings in corporate stocks were farm operators 
and unskilled labor. Housewives held a greater proportion of their financial 
assets, nearly two-thirds of the dollar value, in the form of traded stock. 
This proportion was larger than for any other group. 

Other conclusions were that active interest in business firms with which the 
investor is closely associated greatly influences the extent of ownership of 
corporate stocks. Also, the influence of the size of the community upon the 
composition of financial assets appears to be due to the effect of the type of 
business organization that is most prevalent in the locality. Apparently too, 
owners of corporate stocks appear to prefer those of firms located in their 
own areas, or carrying on substantial business in Wisconsin. 

The analysis of traded stock holdings disclosed, inter alia, that preferred 
stocks are considerably more important in the holdings of the lower-income 
groups than of the higher-income groups, and the lower-income group holds 
a greater proportion of its traded stocks in issues commonly regarded as con- 
servative than do the upper-income groups. But within each income group, 
it was found that individuals with small amounts of traded stock generally 
have more speculative positions than those with larger holdings. 

Throughout the analysis, the author presents appropriate data from 
supplementary sources in order to give the reader a better basis for esti- 
mating the quantitative importance of the area under investigation and a 
better appreciation of some of the problems and concepts involved. Where 
appropriate, the results obtained are compared with those derived from other 
studies. The study includes numerous graphs, tabular presentations, and a 
substantial appendix. The index, however, is possibly too brief. 

Throughout the study, the author is ever careful to point out the defects, 
if any, which may exist in the data. Generally, he is cautious as to the infer- 
ences and conclusions which may be drawn therefrom. A possible exception, 
however, may be his rather brief dismissal of the effect of the capital gains 
tax in determining the behavior of investors (p. 130). 

This is a worth-while study in a field that is apparently attracting more 
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interest. And although limited in scope to but one year and one state, the 
study certainly adds to our present knowledge of the preferences of investors 
for certain financial assets. It is quite possible, too, that this work will stimu- 
late further analysis for different areas and for different periods. 
Leroy A. SHATTUCK, JR. 
University of Pittsburgh 


State Financing of Private Enterprise in Post-War India. By AruN K. Datta 
Gupta. (Calcutta: Modern Book Agency. 1956. Pp. vii, 184. Rs 9.) 
India’s experiment with a mixed economy as an institutional framework 
within which to implement economic development raises a number of ques 
tions of interest to foreign observers. Certain spheres of the economy are 
reserved for the central government and the states, leaving a much larger 
area open to private enterprise which is assigned an important role in devel- 
opment plans. Moreover, the central and state governments are prepared in 
some circumstances to extend financial assistance to private firms in the form 
of loans, grants, direct subscriptions of share capital and other aids. 

Any study which gives an account of the various agencies charged with 
the responsibility for dispensing financial aid, the specific conditions of eli- 
gibility for such aid, and perhaps most importantly, the total amount of 
financial accommodation made available to the various sectors in relation 
to total public development expenditures, would be, of course, most useful. 
The little volume by A. K. Datta Gupta undertakes mainly the first of these 
tasks; it describes in some detail the financial powers, purposes and responsi- 
bilities of such agencies as the Industrial Finance Corporation, the National 
Industrial Development Corporation, the Reserve Bank of India, the State 
Bank of India, and the state industrial finance corporations which have been 
established in at least ten states. In addition, some attention is given to those 
departments of the central and state governments authorized to render financial 
assistance to private enterprises. Also discussed is the Industrial Credit and 
Investment Corporation which, though created for the purpose of financing 
private industrial enterprises, differs from the foregoing agencies in that it is 
privately owned and managed, but is itself being supported in part by a large 
interest-free loan from the government of India. 

As presented, the statistical data relating to the amounts and forms of 
financial assistance received from governmental sources are, in some cases, 
improperly classified and often too confusing to be of much use in showing 
how much aid has been furnished to private enterprise. or example, some 
figures include government purchases of (“participations in”) share capital in 
firms in amounts of more than 50 per cent of authorized shares, and in other 
instances, loans to firms in which governments (central and/or states) may 
own more than half the capital stock. Do such loans and “participations”’ 
represent financing of private enterprise? At the same time, it is clear that 
the full extent of financial assistance to the private sector has not been 
accounted for. 

This book succeeds in showing how complex, ramifying, and overlapping 
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the machinery is for providing private financial aid. One is left with the 
feeling that the system is so “mixed” as to defy analysis. But surely this 
cannot be the case. 
J. RICE 
Cornell University 


Insurance and Economic Theory. By \rvinc Prerrer, (Homewood, Illinois: 
Richard D. Irwin. 1956. Pp. xvii, 213. $4.00.) 

This book presents two main theses: first, that the degree to which risk 
can be reduced or eliminated (rather than merely transferred) by an insur- 
ance company through pooling and reliance on the law of large numbers has 
been greatly exaggerated; and second, that the introduction of insurance re- 
duces the risks which had been inhibiting the action of producers and con- 
sumers, and thereby increases economic welfare. It would seem to this re- 
viewer, that the more truth there is in the first thesis, the less there must 
be in the second. 

The discussion minimizing the risk-pooling aspect of insurance takes the 
first half of the text, some 70 pages. The result is achieved primarily by 
quoting and discussing various definitions of insurance. The only nondeduc- 
tive evidence adduced consists of quotations from some actuaries as to the 
difficulty of their task, most of them dealing with fire, casualty, or major 
catastrophe risks. The idea that experience allows one to predict average 
incidence of death (or other disaster) fairly well for groups is dismissed as 
“the fallacy of actuarial perfection.” At one point (p. 73) this is carried so 
far as to be clearly misleading: 

In essence it [insurance] is a product of the divergence of predictions 

made by two parties, based, in general, on different sets of evidence. The 

life insurance company, depending on broad masses of experience, has 

a relatively low estimate of the insured’s probable mortality. 

The second half of the text relates insurance to economic theory, particu- 
larly that of production, distribution, and consumers’ preferences. As in the 
first half, most of the discussion is definitional, classificatory, and epistemologi- 
cal. In a few cases the treatment of the literature is imprecise (pp. 96, 106) 
though this is inevitable in such a summary treatment. A discussion among 
economists around the turn of the century is reviewed. They had wrestled 
with the problem of risk and uncertainty and concluded that insurable risks 
were eliminated by pooling and the premiums to the insurance company were 
part of the costs of production, whereas uninsurable uncertainty was borne 
by the entrepreneur and paid for in profits. The connection with consumer 
behavior is via a review of Friedman-Savage without, however,-any discus- 
sion of more recent theoretical and empirical contributions such as those of 
Ward Edwards, or Suppes and Davidson. 

The basic purpose of the whole section, however, seems to be to make the 
point that insurance “serves to narrow the dispersion of the alternatives open 
to the economic unit; it enables the individual to allocate his resources in a 
more rational manner by reducing part of the inertia-producing risk burden” 
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(p. 148). This reviewer remains dissatisfied. Some people do seem to have 
a preference for gambling as well as risk aversion, as the author admits. 
Perhaps entrepreneurs do too. What would happen to the achievement value 
of entrepreneurial success if failure were to be impossible? Who can say 
what amount of risk-taking is optimal for the economy? 

There is an appendix on the foundations of probability theory with the 
purpose of throwing added doubt on the applicability of the law of large 
numbers to insurance. Again the question remains, if the pooling of risks is 
imperfect, why is the insurance business such a stable one with so few 
failures? It is clearly possible, short of actuarial perfection, to use probability 
theory and to make predictions, whether the metatheory of it all is satis- 
factory or not. 

James N. Morcan 

University of Michigan 


Appraisal and Management of Securities. By Douctas A. Hayes. (New 
York: Macmillan. 1956. Pp. v, 383. $4.50.) 

Professor Hayes’ work was written for the purpose of aiding security 
analysts and would-be analysts in making “sound selective judgments and 
decisions” (p. iv). The general discussion is restricted to investments in cor- 
porate securities, and the analysis of individual companies is confined to the 
industrial field. Reasons advanced for this concentration are: the relative 
importance of industrial securities in the investment market today; a belief 
the reader will obtain a “more thorough understanding of the reasoning behind 
the techniques and processes involved in appraising corporate securities” 
(pp. 5-6) if consideration of specialized fields of analysis is minimized; and, 
no analysis of investment quality is required of an important group of securi- 
ties—U. S. government bonds. 

He breaks the investment problem into four parts. In the first section the 
investor is acquainted with the investment characteristics of the varying types 
of corporate securities, the various objectives to be sought in the acquisition 
of these securities and the different theories which may be used as a guide 
in security-market operations. The second section is devoted to the problems 
involved in appraising the intrinsic quality of the company. Hereunder such 
factors as managerial ability, financial strength, growth prospects, stability 
and competitive position are discussed. The valuation process, that is the 
translation of all the “evidences of investment quality . . . into estimated 
values for the securities” (p. 8) in terms of “bench marks of absolute value” 
(p. 9) is the subject of the third section. This phase of security analysis is 
accorded substantial weight as the author is of the opinion “all intelligent 
investment decisions must be related to the prices at which the securities are 
available in the market” (p. 8). The concluding section deals with the con- 
struction and management of an investment portfolio. Unlike most invest- 
ment books, emphasis is on the problems of the individual investor and only 
incidentally are those of institutional investors considered. 

The author skillfully blends many of the currently popular investment 
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views with those which have been hallmarks of conservative investors for 
many years. The result is a well-balanced, well-organized and clearly written 
book of timely interest founded upon the hypothesis that “intelligent analyti- 
cal appraisals of investment risks and opportunities will over a period of 
some years increase the probability of satisfactory results to a significant but 
moderate degree’ (p. iv). Though occasionally conclusions and generaliza- 
tions are unqualifiedly expressed, the reader is not left to wonder how the 
author would have applied his own principles and generalizations. Included 
are examples and standards of performance that will be of aid to the reader 
in solving his own investment problems because they are both reasonable 
and current. The book is a worthwhile contribution to the literature in the 
field of investments. 
E, GRUNEWALD 
Michigan State University 


Business Organization; Managerial Economics; 
Marketing; Accounting 


Automobile Franchise Agreements. By Cuartes M. Hewitt, Jr. Indiana 
University, School of Business, Bureau of Business Research Study 
No. 39. (Homewood, Ill.: Richard D. Irwin. 1956. Pp. xiii, 287. 
$6.00.) 

This book is concerned with the legal and economic aspects of automobile 
dealer franchise agreements from 1900 to 1955 and brings together a sub- 
‘tantial amount of significant material concerning automobile manufacturer- 
dealer relations in general as well as automobile franchise agreements in par- 
ticular. This is a task which has long needed to be done. Also, it is timely 
in view of recent Congressional hearings on the subject and subsequent pas- 
sage of the O’Mahoney-Celler “day-in-court” bill. On the whole it repre- 
sents a thorough study of the legal and economic aspects of automobile 
franchise agreements in the setting of automobile manufacturer-dealer rela- 
tions. In discussing the public interest aspects of automobile franchise issues, 
however, Hewitt has been concerned primarily with legal considerations. The 
nature of the subject is such that one could rightfully expect equal attention 
to be given to the economic aspects of the subject. 

In his preface the author indicates the basic questions to be answered 
in his study: (1) When and why did the franchise agreement come into use 
in the automobile industry? (2) What were the basic characteristics of the 
early automobile franchise agreements, and how and why have automobile 
franchise agreements changed over the years? (3) How have the courts 
viewed automobile franchise agreements and the various legal relationships 
that they create? (4) Should the courts reappraise the entire area of franchise 
law? (5) What are some of the public-interest aspects of certain issues that 
are related to automobile franchise agreements? 

Library material and trade publications were used extensively in this 
study, but apparently the most important source of information was the 
reported franchise cases, both early and recent. The author has used these 
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cases (approximately 175 appear in an alphabetical list) not only to illustrate 
legal points, but to furnish economic data as well, reminding the reader un- 
trained in law that allegations made in lawsuits are not necessarily true. It 
is also important to recognize that litigation usually reflects unusual rather 
than typical situations in an industry. 

Of fundamental importance is his discussion and interpretation of the eco- 
nomic and marketing aspects of the automobile-dealer franchise problem from 
a legal point of view, which provides new insight into an old problem. After 
presenting the basic characteristics of the modern franchise agreement (Ch. 
8) Hewitt makes the following statement: “Basically, however, all of the 
modern franchises follow the same general pattern. This general pattern is 
based on a philosophy of dealer relations which developed in the early days 
of the industry. The industry has changed in many respects—but the basic 
philosophy of the franchise agreement has remained substantially the same.”’ 
Those with a particular interest in franchise agreements should read carefully 
the section entitled “A Critical Analysis of the Franchise Relationship” 
(Ch. 9). 

The historical background of the “freedom of contract” concept, an in- 
structive evaluation of this concept in relation to automobile franchise agree- 
ments, and a reappraisal of the legal and economic aspects of these agree- 
ments is presented by the author in Chapter 10. Also included is a discussion 
of certain public policy issues relating to the automobile franchise. In the 
case of the latter, however, Hewitt is concerned with identifying the public 
interest aspects of these issues from a legal point of view, rather than with 
public policy as such. 

No effort will be made here to summarize the author’s conclusions. Of 
particular interest, however, are the final paragraphs of Chapter 11: 


The automobile manufacturers have contributed much to the high stand- 
ard of living in America. They have also taken many steps designed to 
help their dealers. If there are still inequities and possible dangers to the 
public interest involved in automobile franchise agreements as now 
drawn, it seems likely that the franchises will be changed in the future. 
Will the manufacturers, the courts, dealer organizations, or legislation 
bring about changes in the franchise agreement? What will be the nature 
of future changes? There is a crucial need for further study in this area. 
Only facts and logical reasoning will provide the right answers at the 
right time. 


No doubt serious readers of this book will find areas in which they will 
want to question the author’s views, as is to be expected in a study of this 
nature. It is a scholarly well-documented study, originally a doctoral dis- 
sertation prepared under the supervision of a committee well qualified in the 
fields with which it is concerned. It is the reviewer’s opinion that, taken as 
a whole and viewed in the light of the author's stated objective, “ ... to 
explore one narrow aspect of this important |automobile| industry,” Hewitt 
has made an important initial contribution to this subject. 

Ropert L. CLewett 


University of Michigan 
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The Pattern of Management. By LynvaLt F. Urwick. (Minneapolis: Uni- 
versity of Minnesota Press. 1956. Pp. vii, 100. $2.50.) 

This book contains a series of five lectures given at the University of 
Minnesota in April, 1955. Each lecture presents a different facet of the au- 
thor’s philosophy of management. One general concept, however, ties all of it 
together: that knowledge of the science of management, as developed to date, 
is built on a foundation of sound principles that should be studied and applied 
by those entrusted with the direction of business enterprises. 

Understanding of management has been retarded by reluctance of people 
to part with tradition. From an established society we have emerged into 
an adaptive society. This transition has become necessary because “the speed 
of technological change has been enormously accelerated.” A social resilience 
is demanded of all of us, a capacity to adapt our lives to a changing tech- 
nological environment. The engineer has developed the technology. Now the 
psychologist is called in to interpret to the manager the attitude of the worker. 
Furthermore, all those concerned “must reconcile themselves . . . to the far 
more intricate social discipline which an economy based on physical sciences 
and power driven machines makes mandatory.” 

Theorists developed by schools of business administration have a double 
responsibility: “First, they must be able to present their findings so that 
they make sense to the unspecialized mind.” Second, they must not put for- 
ward conclusions that others will accept with greater confidence than the 
theorist himself feels. There is a common ground on which theory and practice 
can be melded. Executive training programs in universities are in a measure 
bringing about the marriage of theory and practice. 

In Chapter 3 knowledge of the science of management is traced from 
Frederick W. Taylor, through the contributions of his contemporaries and 
the doctrines of later-day philosophers, chiefly Henri Fayol, Louis F. Andrews 
and Elton Mayo. The author pays tribute to those advocates and a number 
of others, and assumes, with good reason, that those attending his lectures 
are familiar with the teachings of all the management philosophers. A reader 
not so well informed may find some of the references a little obscure. 

Governing a business is much like governing a political body, except that 
the objectives of the two differ. The basic objective of business is to conduct 
its affairs so as to render a service which society requires. “Proof of society’s 
need for the business is consumers’ support of the business by buying at a price 
which yields a sufficient margin over cost to enable each enterprise to remain 
in business.’’ Government, on the other hand, “is in large measure a process 
of ascertaining how people, the members of society, want to live. . . . Business 
has a great deal to learn from the experience of subsidiary agencies of govern- 
ment which have been engaged in organizing human beings on a large scale 
for thousands of years.” 

A diagram of the “pattern of government” on page 65 shows the functions 
of the various divisions of government and is the basis for a discussion 
of the parallelism between government and business administration. Govern- 
ment makes laws and enforces them. Business administration is weakened 
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by lack of discipline. What is known as consultative management has merit 
but may be carried to unworkable limits. 

The final chapter is largely built around a discussion of another chart, 
a “pattern of principles” of government and management. The chart is 
divided into 8 categories of 9 principles each, 72 principles in all. Thus, in 
one logical scheme are included all the principles of management that have 
been enunciated by recognized authority, “a convenient summary of the 
main headings of our knowledge to date on the last two phases of manage- 
ment: the grouping and correlation of tasks, and the directing and motivat 
ing of groups.” The chapter summarizes rather well the author’s philosophy 
of management. 

L. JAMISON 

University of Michigan 


De Menselijke Factor in de Bedrijfshuishouding en de Bedrij{seconomische 
Problematiek. By A. de Jonc. (Leiden: H. E. Stenfert Kroese. 1955. 
Pp. xi, 248. f 14.25). 

This study dealing with the human factor in business enterprise and its 
relation to the problems of business economics constitutes Volume XIX in a 
series of monographs that have dealt with such subjects as budget-making 
and budget control, growth in size and executive leadership, accounting, 
marketing, advertising and dividend policies. 

Dr. de Jong notes at the outset that descriptive material relative to the 
human factor forms a bulky constituent of several disciplines, including 
business sociology, business psychology, and business economics. In the nar 
row meaning of the term the human factor “is neither necessary nor desirable 
as part of a theory of business economics.” But if the human factor is 
understood in the broad sense as being present wherever in business there 
occurs employment of manpower, then among the variety of aspects of the 
phenomena there are economic aspects including not only the questions asked 
by the facts but the hypotheses put by the observer, the various models, 
functional interrelationships, measurements, parameters and verification which 
constitute a significant element in the theory of the business firm. Intensive 
studies, including the highly touted case studies so prolific in American litera- 
ture on human relations, become according to the philosophy of Rickert 
and Windelband essentially merely history. Only the study of human relations 
in extenso deserves the badge of being theoretical or scientific. 

Accordingly de Jong selects as guides German and Dutch authors. “In- 
deed,” he writes, “to speak of a theory of business economics in the United 
States (such as has developed in Germany recently and in our country as a 
scientific part of economic theory) is out of the question” (p. 15). There 
are thus no references in his volume to any of the enterprise-theorists such 
as Chamberlin, Dean, Papandreou, or Cady nor to labor theorists such as 
Reynolds, Lester or Daugherty. Nor is the vast literature on human relations 
used inductively or even sampled for illustrative or quantification purposes. 
It is dismissed as “subjective,” “approaching problems from totally different 
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viewpoints . . . not brought under one heading” and “lacking synthesis to 
give guidance to executive policy” (p. 33). 

On the contrary, de Jong’s treatment is entirely deductive. His primary, 
central principle (as stated in English by the author in his summary) 
“derived from the foundations of society structure in the Western countries 
and introduced in business economics literature by Professor J. L. Mey, has 
reference to the economic independent character of the business institution” 
(p. 216). 

From this premise he deduces not only the primacy of business economics 
in the field of human relations but its “normative function” (p. 23), in the 
event that the disciplines of business psychology or business sociology come 
up with contrary answers. 

This central principle likewise predetermines and delimits the categories 
of the human factor to which de Jong applies his tool-kit of theoretical busi 
ness economics (Ch. 3-6). These categories are: (1) the reward of labor and 
employment-time; (2) the kind of work; (3) cooperation in business; (4) 
management and policy in business; and (5) partnership in business. “These 
categories evolve from the satisfaction of wants (1, 5), the physical state of 
the labourer (2), ‘man as a social! creature’ (3) and ‘self-respect of man’ (4)... . 

“It is obvious that all the categories of the human factor in business can 
be reduced to the fact that manpower is connected with the person of the 
labourer” (p. 218). 

To limit “business” to production, to equate the “human factor” to labor 
and management within the enterprise, to leave out the influencing of busi- 
ness, price-, quantity-, and factor-reward decisions by other laborers, com- 
petitors, customers, governmental policy-makers and the public does, to be 
sure, simplify the analysis of “the human factor.” It also leads to such inter- 
esting observations as, to quote at random, that “it is necessary to give the 
labourers a questionnaire, in order to know what they think about their 
life and work in business” (p. 218), or that: “The labour-willingness de- 
pends on the relation of the labourer to the object of work [kind of work], 
the morale of labour-collectivity and the reward-function, i.e., the relation 
between labour-output and labour-reward. With regard to this relation we 
disregarded the different wage-systems, in practice in use” (p. 218). 

Equally interesting, in these days of the split property atom and the exer- 
cise of managerial powers by directors owning merely token or qualifying 
shares, is the observation that “management cannot delegate the right of 
say |to take part in managerial decision-making] to labourers” because “top- 
management is accountable to the owners of business [{share-holders]. The 
nature of authority lies in the legal right of ownership of share-holders” 
(p. 221). 

Similarly de Jong’s chapter on profit-sharing concludes: “with regard to 
the economic possibility of profit sharing, we can say that payment to la- 
bourers from that part of profit which has a real function | uncertainty- 
bearing] is irrational. As far as profit does not have a real function in business 
| quasi-rents? monopoly?], payments to labourers is rational (p. 223) .. . 
instead of paying profits to labourers, profits ought to be lowered” (p. 224). 
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The task of securing adequate profit data, sifting out “earned” from “un- 
earned”’ profits and promptly achieving lowered prices differentially by firms, 
each with its varying product-mix, would seem formidable. 

The preceding verbatim excerpts from the summary (pp. 216-27), printed 
in English by the author for the convenience of those who do not read the 
Dutch language provide a representative sample of the scholastic flavor of 
de Jong’s monograph. They do not convey, of course, the taxonomic hair- 
splitting and linguistic finesse of the original. 

THEODORE J. Kreps © 
Stanford University 
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United States vy. United Shoe Machinery Corporation. By Cart KAyYsen. 
(Cambridge: Harvard University Press. 1956. Pp. xi, 404. $6.50.) 

Twenty years ago economists were disturbed by the gap between economic 
and legal standards for determining monopoly. The courts, viewing free 
competition as the antithesis of monopoly, were concerned about interference 
with the freedom of rivals to compete and looked to predatory conduct as 
evidence of intent to monopolize. Economists, regarding pure competition as 
the antithesis of monopoly, were more concerned with power over the market 
as a monopoly criterion. Court decisions, beginning with the Aluminum case 
in 1945 and including among others the second American Tobacco case, the 
United Shoe Machinery case, and the more recent Cellophane case, have 
narrowed the gap. Economists are likely to regard this as progress in the 
administration of the antitrust laws, but it has not greatly simplified the 
problem of determining violations of the Sherman Act. 

Carl Kaysen, as an economic consultant to Judge Wyzanski, has had a 
remarkable opportunity to utilize economic analysis in an antitrust proceeding 
and to assess its significance. This book is a result of his experience. He divides 
his discussion of the United Shoe Machinery Corporation case into four 
major parts: the shoe machinery market; the suppliers’ market; remedies; and 
the outcome of the case: some lessons from it. 

In Part I, after analyzing United’s position in the market and how it got 
it, Kaysen concludes that United’s market share is large enough to give it a 
substantial degree of monopoly power and that its power was deliberately 
achieved, not thrust upon it. Its original merger, its subsequent acquisitions, 
its patent structure, its full-line manufacturing and merchandising, and above 
all its leasing practices, none of which were predatory, were neverthless de- 
signed to give it a dominant place in the industry and to keep competition 
at a minimum. “{T|he conclusion that United feared a competitor above all 
things is one which jumps out from the evidence” (p. 114). While the evidence 
on the economies of scale is scarce, Kaysen rejects the hypothesis that 
these can explain or justify United’s market position. Nor does he find that 
United has justified its monopoly by its economic performance. It was less 
guilty of coercive practices than the government alleged, but its market 
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position gave it a distinct advantage in all of its bargaining activities. Its 
profits, though reasonable, varied greatly on different machines, and it used 
price discrimination as a weapon in either meeting competition or exploiting 
monopoly. Its “economic performance . . . in respect to price-cost relations 
is poor” (p. 146). Kaysen scores United relatively high on “research and 
progressiveness” but not high enough “to outweigh deficiencies in other re- 
spects” (p. 207). 

The picture is not greatly different in the suppliers’ market (Part II), in 
many areas of which United’s power is substantial. Its use of this power “has 
not been such as to ‘justify’ it, either in terms of a ‘trusteeship’ (good- 
monopoly) theory of the Sherman Act or .. . of an economic argument of 
the benefits of scale” (p. 266). 

In Part IIIf Kaysen outlines the remedies he believes essential to restore 
competition. He rejects dissolution in the manufacturing of shoe machinery 
largely on grounds of practicality, but he would require United to divest itself 
of certain subsidiary branches and lines and would enjoin it from acting as 
a distributor of supplies that it did not make. But to restore competition he 
would rely largely on United’s being forced to abandon the practice of leasing 
machines and to sell all machines outright. The government won its suit and 
the district court’s remedies paralleled Kaysen’s proposals, although they did 
not go so far. Specifically the court did not order the abandonment of leasing 
but merely required United to offer its users the option of leasing or buying 
its machines subject to terms arrived at by procedure outlined by the court. 
On the whole Kaysen is optimistic that the decree will ultimately. restore com- 
petition in the shoe machinery business, and he notes faint signs of its doing 
so. “All in all, there appear to have been stirrings in the industry indicative 
of the growth of competition, most of which began after the Government won 
its case. No doubt there were also other factors contributing to these develop- 
ments, but the prospect of a relaxation of United’s grip on its shoe manu- 
facturing customers was certainly one important one” (pp. 332-33). 

Kaysen has produced an important industry study written with clarity and 
reflecting meticulous, penetrating, and objective analysis. It is relatively free 
of professional jargon, yet it has lost neither depth of analysis nor tightness 
of exposition. The importance of the book does not rest wholly on its qualities 
of economic analysis. More interesting are Kaysen’s reflections on the anti- 
trust laws and the general significance of economic analysis in their enforce- 
ment. The Sherman Act prohibits monopolizing and trying to monopolize. 
Monopoly is an economic concept, and who is better equipped to discover it 
than an economist? Kaysen outlines the following steps in determining 
monopoly: (1) delimit the market; (2) analyze the market structure; and 
(3) analyze certain aspects of market performance. Market performance 
relative to an economic judgment on monopoly should be described in terms 
of “price-cost relationships, the extent and nature of non-price competition, 
and the efficiency of resource use as indicated by the scale and utilization of 
facilities and the location of production” (p. 17). 

Having found market power, to determine liability under the Sherman Act 
Kaysen would look to the policies of a firm. In doing so he would give little 
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attention to specific intent but would examine business policies primarily as 
causal factors in the firm’s dominant market position. All of this is good logic, 
and at the same time it is apt to strike most economists as reflecting common, 
if not uncommon, sense. It also reflects the recent drift of court decisions. 
But it makes the task of determining monopoly seem easier than it is and 
harder than it need be. 

It is easier to detect monopoly power than to measure it or determine the 
limits of the market in which it can be exploited. Economists do not know 
enough about cross-elasticity or have access to the essential data for deter- 
mining the power of substitutes to protect consumers from monopolistic 
exploitation and an uneconomical allocation of resources. The Cellophane 
case, in which the Supreme Court set itself the task of determining the relevant 
market, reflects these difficulties. The Court concluded that cellophane was 
not a differentiated product with a market of its own but a flexible wrapping 
paper meeting the competition of glassine, waxed paper, polyethylene, and a 
score of similar materials designed to display and protect merchandise, 
and that therefore Du Pont had no monopoly in cellophane. It reached this 
conclusion although Du Pont was one of two domestic producers of cellophane, 
had prevented competition in it through patent exchange agreements and 
other commercial strategy, and had established cost-price relationships result 
ing in an average annual return over a quarter of a century of 34.4 per cent 
on operating investment. Unless they are to rely upon superficial observation, 
economists and courts must accept a narrow conception of the market (cello- 
phane, not flexible wrapping paper in this instance), look to business practices 
whether predatory or noncoercive (as would Kaysen and Judge Wyzanski), 
and as would Kaysen examine those aspects of market performance, especially 
cost-price relationships, of particular significance to the discovery of monopoly. 
The chief shortcomings in Kaysen’s standards, as I see it, are his failure to 
recognize the difficulty of determining market limits in any precise manner 
and the importance he attaches to determining them. This may be a matter 
of opinion rather than a fact, and that I hold it does not lessen my conviction 
that Kaysen’s book is a valuable addition to the literature of industry studies. 

Grorce W. STOCKING 
Vanderbilt University 


Big Business and the Policy of Competition. By Corwin D. Evwarops. (Cleve 
land: Western Reserve University Press. 1956. Pp. x, 180. $3.50.) 

These four lectures, presented at Western Reserve University and Case 
Institute, contain Edwards’ first policy pronouncement since his “release from 
the inhibitions that surround statements by public officials.” The conclusion 
that “there is serious difficulty in maintaining the vigor of competition in an 
environment of big business,” should come as no surprise to those familiar with 
Edwards’ work. 

He discusses the issues and standards in the appraisal of big business, 
the case against big business, the case for big business, and the direction of 
public policy. He points out that we need “criteria by which the competitive- 
ness of a particular enterprise can be determined in a particular setting” 
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rather than “opinions that big business, or any other class of business, is 
generally good or generally bad” (p. 21). He observes that “the case against 
big business rests largely upon detailed charges by public officials, supported 
by proof” whereas “the case for big business is neither equally detailed nor 
equally authoritative” (p. 69). He finds that even if the power of monopolies 
and oligopolies were destroyed by antitrust action, the sheer bigness of some 
conglomerate giants and the Zaibatsu-like power of some interest groups 
would still confront us with economic power which is capable of abuse and 
is in fact abused (p. 54). He emphasizes that interindustry competition and 
corporate diversification are not always an effective check on market power: 
“Where diversified companies are established in various industries, substitutes 
are sometimes under a single corporate control. Agreements between producers 
of the substitutes sometimes prevent effective competition. Agreements to 
allocate fields sometimes prevent or limit diversification in the direction in 
which competition is needed” (p. 97). He doubts that the long-run price 
policies of big business are convincing proof of good performance: “A record 
of price reductions suggests but does not prove the existence of price com- 
petition and suggests but does not prove that the economic performance of 
the concern has been good” (p. 83). 

These brief glimpses should suffice to indicate the author’s approach. They 
lead him to a variety of policy conclusions most of which were explored in 
greater detail in his Maintaining Competition. Noteworthy, however, is 
k:dwards’ admonition that “we should cease to pay exclusive attention to 
monopoly power, as distinguished from types of power. . . that are traceable 
to bigness instead of monopoly. We should cease to smuggle other types of 
power into our thinking by calling them monopoly power. We should accept 
the fact that power may be derived from oligopolistic or monopolistic place 
in a significant market, from disparity in size between competing corporations 
or between buyer and seller, from structural forms such as vertical integration 
or diversification, and from aggregate bigness of a corporation’s activities as a 
whole” (p. 132). 

Perhaps the most original and valuable part of this little book is the 
appendix. There the inquiry becomes quantitative: How often does monopoly 
appear? How often does oligopolistic concentration create an anticompetitive 
exercise of oligopoly power? How frequently do the few big companies have 
power that is primarily nonfunctional? How often do they use it abusively 
to collaborate among themselves and to coerce smaller companies? Ob- 
viously the case against big business depends largely on the answers to these 
questions. 

Edwards does not leave the answers to mere opinion. Instead he searches 
the antitrust record for the character and frequency of violations by the very 
largest big business concerns. The companies selected for study are the 50 
largest industrial concerns as listed by A. D. H. Kaplan for the year 1948. 
For each of these companies (including some, but not all, subsidiaries) 
Edwards develops a list showing the cases instituted by the Department of 
Justice in which the company (1) was found guilty after trial (and appeal, 
if any), or (2) pleaded nolo contendere and was fined, or (3) accepted a 
consent decree. Edwards develops a similar list for Federal Trade Com- 
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mission cases where the respondent was found guilty and where the finding 
was not set aside on appeal. For a variety of reasons, Edwards feels that 
his compilations understate the extent of big business violations. 

The major generalizations based on this quantitative analysis are that (1) 
the integrated oil companies have been deeply and continuously involved in 
violations of the Sherman Act. Of the 10 such companies which are among 
the 50 largest industrial concerns, 8 have been fined or enjoined for violations 
of the law and another is defendant in a pending case. Nine cases have been 
won by the government, and 2 more are pending. (2) The 2 largest electrical 
manufacturers have also built up an impressive record, with General Electric 
losing 12 Sherman Act cases and Westinghouse 5. (3) The largest chemical 
company, Du Pont, has lost 9 Sherman Act cases since 1913, and is now a 
defendant in a pending case. (4) The largest automobile assembler, General 
Motors, has a record of 6 violations, and is a defendant in a pending case. 
In all, 35 of the 50 largest industrial companies have lost one or more cases 
in proceedings instituted by the Department of Justice. Six others are de- 
fendants in pending cases, and 9 have not been involved in any such case 
(pp. 54-63). 

A similar pattern emerges from the analysis of cases before the Federal 
Trade Commission. Of the 41 such cases, 28 involve a Sherman Act-type 
violation, 21 involve conspiracy, 3 resale price maintenance and 4 some kind 
of monopolistic exercise of power. This brings the grand total to 102 decided 
cases and 12 pending cases. Of the 50 companies in the survey only Woolworth 
and Atlantic Refining have spotless records (pp. 63-67). 

On the basis of this analysis Edwards concludes that “violation of the 
central prohibitions of the anti-trust laws is too common among big companies 
to be disregarded” or treated as an unimportant aspect of their market be- 
havior. “Abuse of power for monopolistic purposes is a significant and recur- 
rent pattern of big business” (p. 68). 

Edwards presents his case clearly, interestingly, and persuasively, but except 
for the appendix offers little that is new or startling. Especially regrettable 
is his failure to treat the problem of the regulated industries (trucking, air- 
lines, television, etc.) where there is increasing evidence that “independent” 
commissions have unduly curtailed, if not stifled, competition. Here is an 
important segment of the economy where economic concentration may be 
fostered by governmental action, where “bigness” may be correlated not with 
private conspiracies, or economies of scale, or superior performance, but 
simply with the conceptual and operational failure of “administrative ex- 
pertise.” Here is an area where greater competition (especially freer entry) 
is not only feasible, but where it can be achieved without resort to such drastic 
remedies as dissolution, divorcement, and divestiture. 

WaLTeR AbAMs 

Michigan State University 


Business Practices, Trade Position, and Competition. By OSWALD KNnautu. 
(New York: Columbia University Press. 1956. Pp. 181. $3.00.) 

Even the long title of this small book understates its scope. At the heart 

of the book are six chapters on “trade position,” of industry, of patents, of 
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financial institutions, of labor unions, and of agriculture, together with a 
summary of trade position. Two general chapters on business practices pre- 
cede these, and one on the tool of accountancy. The last chapters concern 
competition and innovation, the roles of marketing, of investment, and of 
government, and “‘the theory of business practice.” 

Inevitably the comments are brief; often they are discursive. One is 
stimulated, however, by the breadth of Dr. Knauth’s interests. And the 
numerous concrete instances he cites are, like the issues they illustrate, im- 
portant and up-to-date. Moreover, he is notably fair-minded. This book, 
therefore, might serve as the launching point for informal discussion of 
economic problems by undergraduate or layman groups. 

The author has attempted to unify the work by building around the con- 
cept of “trade position.” Briefly, Knauth’s thesis is that specialization and 
heavy overhead costs require an uninterrupted flow of production. This de- 
pends upon a complex and dynamic marketing system, and requires, for 
survival, some “trade position” as a “refuge from the vagaries of the market 
place.”’ Advantages of location, exclusive position, custom, reputation, es- 
tablished organization, resource ownership, fewness of competitors, and 
bigness are the categories he gives for the many varieties of trade positions 
found in industry. Though they rest on more or less exclusive possession of 
certain assets, they ought not to be condemned as “monopolistic.” In the 


first place, they are inevitable as means of stabilizing business in order to 
make long-term planning possible. Besides, they are limited by indirect 
competition from substitutes near and distant, and most of all by innova- 


tion and dynamic change. Yet antitrust policy is wrongly based on a static, 
classical model. 

About this central theme the specialist will have many doubts. The most 
fundamental of these is the disconcertingly amorphous nature of the trade 
position concept, especially in Chapter 9, ““‘A Summary of Trade Position.” 
There are many more specific questions, too, although one cannot be cer- 
tain whether they are inherent in the analysis or merely result from im- 
precise or excessively brief expression. For example, it is not clear why 
business requires insulation from fluctuations of competitive markets, 
whereas it is able to adjust to unceasing disruptions from innovations. 
Again, to say that its “main concern is to distribute as fast as the produc- 
tion line produces” seems to cast mass distribution management in the role 
of a Sorcerer’s Apprentice by implying too rigid and uncontrollable a pro- 
duction process. As a third example, Knauth’s observation that “judgment 
is required to determine the limits of control of a trade position” since 
abuse of trade position “leads to its termination” seems to raise more ques- 
tions than it settles. On the whole, the author could have made a better 
book by narrowing the range of topics and developing his central thesis 
more intensively. 

Although I feel that the classical economics which Knauth criticizes is 
something of a straw man, there is no denying the inadequacy of conven- 
tional economic models, especially in relation to dynamic situations and 
applied to retail marketing settings. On these matters, the opinions, in- 
tuitions, and even the questions raised by a man of Knauth’s business ex- 
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perience (as former vice-president of Macy’s and president of the Asso- 
ciated Dry Goods Corporation) are worth a good deal. 
Howarp H. HINes 
Towa State College 


The Economics of Soviet Steel. By M. GArpNER CLARK. (Cambridge: Har- 
vard University Press. 1956. Pp. xiv, 400. $7.50.) 

Wassily Leontief in his foreword characterizes the subject of this book as 
the grim but fascinating experiment, conducted on an unprecedented scale, of 
compressing centuries of economic development into two decades, of trans- 
forming a backward country into one of the two great industrial world powers. 

To appreciate the Russian achievement one must remember that their 
steel output had grown from 4.3 million metric tons in 1928 to 22 million 
in 1940, only to be reduced to 12 million in 1945 after the Germans had 
destroyed the plants in the Ukraine. Steel output for 1956 was 49 million 
MT against 45 MMT in 1955. Coal output in 1956 was 430 MMT against 
390 MMT in 1955 and only 150 in 1945 and 35 in 1928. The present five- 
year plan provides for 593 MMT of coal and 68.3 MMT of steel in 1960. 
Therefore in 1960 coal production would exceed U.S. production and steel 
production would equal U.S. peak output during the second world war. 

Comparing 1956 with 1929, Russian steel output increased more than 10 
times while U.S. production only increased from 71.4 to 115 million MT, 
or 1.8 times. Electric power output increased 6 times in the U.S. against 31 
times in the USSR; capacity of hydroelectric stations under construction in 
the USSR is almost three times the total in operation in 1954. 

With the achievements of and plans for Russia’s industrialization either 
watched with apprehension or scepticism, a careful analysis of the growth, 
present situation and prospects of the steel industry—‘the central and most 
vital sector of any modern industrial economy’’—-is welcome indeed. 

The author himself did not go to Russia and therefore the report of a visit 
of Western European steel executives to USSR steel centers provides a valu- 
able supplement.’ The book is based on available Russian publications and 
the author reveals a competent familiarity with the technology of the in 
dustry in this country and Western Europe. If in the introduction he apologizes 
for “what may seem to be an excessive preoccupation with the technical prob- 
lems,” he should be assured that it is just this emphasis that makes the book 
valuable. 

Cost of production, productivity, location and chances for future expansion 
of iron and steel capacity are largely determined by the availability of scrap, 
of metallurgical-type coals, of iron ore and limestone deposits, on the produc- 
tivity of labor and technological progress. While there is, as yet, no evidence 
of original contributions to steel technology, widespread adoption of U.S. or 
Western European innovations appears to occur more promptly in the USSR 
than in the countries where they originated. 

As a matter of fact, the author states (p. 247) without any qualification 
that the productivity of Soviet blast furnaces and open hearths is higher 
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than our own, even if the productivity per worker is less. While he describes 
the precise measures (‘‘coefficient of the utilization of useful capacity”) de- 
veloped in Russia, he does not give comparable U.S. data to support his 
claims. It is not clear from this definition to what extent high productivity of 
blast furnaces or steel furnaces is the result of greater efficiency of the 
equipment as compared to ours or simply of more constant full use of ca- 
pacity, i.e., less downtime for repairs and due to the periods of slack demand 
as we experience it because of seasonal or cyclical factors in a free rather 
than a controlled economy. The Russian data indicate that the national 
average blast furnace productivity increased by 45 per cent between 1946 
and 1954, while open hearth productivity gained by 61 per cent. Most of 
this improvement is held to have been due to new techniques, such as auto- 
matic controls, the use of oxygen and hot top pressure. Incentives were pro- 
vided to inventors and innovators by granting Stalin Prizes (300,000 
roubles?), of which in 1951 alone 114 went io steel operators. 

That even such incentives may be frustrated, however, is reported: The 
engineer in the blast furnace shop at Magnitogorsk complained in a letter to 
Pravda that they had wanted to convert one of their blast furnaces to hot top 
pressure (as pioneered in this country by A. D. Little and Republic Steel), 
but that the central authorities in Moscow at the Ministry of Iron and Steel 
would not permit them to convert because they were afraid to lose the 
25 days of production which the necessary changes would involve. The 
Magnitogorsk officials did not dare on their own initiative to risk falling 
even temporarily below the quota set for them. (Incidentally, it has often 
been pointed out that our steel industry finds it difficult to try out new 
techniques, because in boom times all available capacity is needed to satisfy 
customers, while in a recession although furnaces would be available for 
experiments the appropriations are not, since the company works at a 
loss. ) 

Labor productivity, as compared to efficiency of equipment, is held to be 
quite low as compared to ours (and this was blamed by Sir Robert Shone, 
Executive Member of the British Iron & Steel Board, discussing his visit 
to Russian steel plants with the reviewer, on poor foremanship). 

There is evidently no lack of markets. Red China alone is a bottomless pit 
for the consumption of USSR steel; and domestically, heavy industry, arma- 
ments, agriculture and consumers are unlikely as a whole to be satisfied in 
any foreseeable future. With markets no problem, the future expansion of 
Russian steel capacity is only restricted by the deteriorating quality of coking 
coal and iron ore. Remaining reserves of metallurgical-type coal are too friable 
to support the charge in large blast furnaces; also the sulphur content is 
rising. While in the reviewer’s opinion a lack of coking coal might be over- 
come by a new process of direct reduction of iron ore through hydrogen, there 
is no solution for lower-grade iron ores but the installation of costly beneficia- 
tion plants. The author concludes that the current rate of capacity expansion 
must require a more than proportionally increasing investment of capital, a 
factor which might make Russia eager to reduce its armament burden. The 
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reviewer would like to add that in the next decade the entrants into the labor 
force, because of the low birthrate in Russia during the war, will fail to even 
replace retirements. 
Ropert M. WEIDENHAMMER 
University of Pittsburgh 


Industrielle Strukturwandlungen im Sowjetisch Besetzten Gebiet Deutsch- 
lands. By Bovo Bérrcuer. Institute of Eastern Europe, Free University 
of Berlin Econ. Stud. IV. (Berlin: Duncker & Humblot. 1956. Pp. vii, 
134. DM 16.) 

Although cut into two independent economic units with widely diverging 
political orientation, Germany continues to show enormous economic vitality. 
The Federal Republic (West) and the Democratic Republic (East) have 
undergone vast changes in their industrial structure in order to make up 
for the industries lost through the partition of the country, and to integrate 
themselves into the separate western and eastern markets. Undoubtedly East 
Germany has had much more difficult problems of adjustment. The Demo- 
cratic Republic is only half the size of West Germany, is far less well endowed, 
and has an industry which is less diversified. Furthermore, East Germany has 
witnessed the dismantlement of a large part of its industrial machinery and 
has had to pay in natura, from its current production, large reparations to 
the Soviet Union. In aiming to modify its structure according to the Soviet 
model of industrialization, and in adjusting itself to the demand of the Soviet- 
bloc market, East Germany has made an enormous effort for the development 
of its “heavy industrial base” and particularly of its metallurgical branch. 

Bodo Béttcher concentrates in his study on the changes undergone by a few 
key branches of industry and their subbranches in East Germany (which 
he continues to call the Soviet Occupation Zone). His object is to determine 
the magnitude and direction of these changes and to contrast them to those 
which occurred in the West. He therefore devotes himself to comparing the 
relative positions occupied by the two parts of the country in prewar and 
postwar German employment and output. The branches chosen are coal, 
ferrous metallurgy, chemicals, auto industry, optical industry, and electrical 
equipment. A subsequent study now in preparation will examine other im- 
portant branches such as machinery and textiles. The period under survey 
is that of 1949/50 to 1955, é.e., roughly the first planned quinquennium of 
East Germany. 

In order to establish both the development and the changes undergone in 
the branches considered, the study uses two main indicators: employment 
and output in physical terms. The already familiar arguments concerning the 
deficiencies of the official Communist figures on the gross value of output are 
restated. However, the author does not indicate why he has not at least ex- 
plored the implications of the official data, and why he has not attempted 
to gather some information on changes in capacity of the industries con- 
sidered. 

It clearly appears from the statistical tables that both ‘“Germanies”’ are, 
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so to speak, running equally fast in some branches, and that in other branches 
their relative positions have changed. The changes have been mainly a con- 
sequence of different resource endowments. Thus for bituminous coal, well- 
endowed West Germany has progressed relatively to the East; in sub- 
bituminous coal, better-endowed East Germany has increased output more 
rapidly. While in the chemical and car industries the East has developed at 
a slower pace than the West, in steel production the East has increased its 
share from 7 per cent of the 1936 output to 10 per cent of the 1955 output. 
In the optical industry both sections of Germany have maintained their pre- 
war relative importance. (It should be noted that the progress achieved in 
steel output by East Germany is now seriously jeopardized by the disruptions 
occurring in the “eastern world market” and by the drop in the Polish sup- 
plies of coke and coal). 

Béttcher’s statistical study is meticulous and highly detailed. However, the 
framework chosen is narrow and the mechanical repetition of the same types 
of tabulation becomes tiresome. There is too much restatement of tabular 
material in textual form and furthermore the results obtained are in no way 
integrated in a more general view of the whole German economy for the period 
considered. 

The limitation of the analytical discussion leaves one wondering what is 
actually the importance of the respective branches in the total product and 
in relation to the other sectors of the economy. A broader discussion of 
precisely these problems is to be found in a study entitled “Structural Adapta- 


tion in Eastern and Western Germany,” published after Béttcher’s book by 

the United Nations in the Economic Bulletin for Europe, Vol. 8, No. 3 of 

November 1956. Undoubtedly both studies gain when read in conjunction, 
NICOLAS SPULBER 


Indiana University 


The Combined Food Board—A Study in Wartime International Planning. 
By Eric Row, (Stanford: Stanford University Press. 1956. Pp. xiii, 
385. $7.50.) 

This is the eleventh volume in the Stanford Food Research Institute’s 
series on food and agricultural problems in the second world war. From the 
author’s viewpoint as initially a member of the original British Food Mission 
to the United States, and later an official of the Combined Food Board, the 
book provides both the underlying historical record and a commentary on 
problems in securing effective international cooperation in planning and direct- 
ing the production and distribution of foodstuffs under wartime conditions. 
It is a useful addition to the substantial body of documentation of resource 
administration in wartime that can be studied profitably as public administra- 
tion case material. 

The first third of the book describes the background of food policy and 
organization in the United Kingdom and the United States and traces the 
origin of the Combined Food Board from the outbreak of war through 1942. 
The second part covers the Board’s operations in 1943 and 1944. This section 
includes a description of the structure, organization, and administrative meth- 
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ods of the Board in allocating foodstuffs in short supply. The last group of 
chapters deals with the final eighteen months of the Board’s history, culmi- 
nating in the spring of 1946 with its efforts to develop long-range plans for 
food and agriculture in a time of crisis. 

As an experiment in international cooperation, the record is an important 
one to report and appraise. The problems faced by the Board were difficult 
and varied. The United Kingdom’s vulnerable position—with prewar imports 
of 84 per cent of its requirements for sugar and fats and oils, 88 per cent of 
its wheat requirements, 75 per cent of its cheese requirements, and over half 
of its meat—contrasted sharply with the comfortable U.S. situation. A second 
contrast was provided by the extent of government control at wholesale choke- 
points. When the British Food Mission began its operations in Washington, 
the Ministry of Food was directly responsible for the importation of virtually 
all food and animal feedstuffs into the United Kingdom. There were only 
negligible imports on private account and these were licensed. The creation 
and operation of administrative machinery for international control of pro- 
duction and distribution had to be undertaken in this disparate environment. 
One result was that considerably greater progress was made in identifying 
problems and procedures of policy formulation than in assuring the im- 
plementation of Board decisions. 

It is difficult to accept in its entirety Roll’s appraisal of the Board's per- 
formance. The Board’s experience did provide, as he observes, an exercise 
in international cooperation that contributed to the handling of administrative 
issues in later intergovernment organizations, such as the Office for European 
Economic Cooperation and the North Atlantic Treaty Organization. And as a 
matter of substance the Board’s work helped to reduce—-and in some instances 
to eliminate—competitive procurement in international markets during the 
second world war. On the other hand, Roll describes with enthusiastic ap- 
proval the proliferation of subcommittees that appears to be the inevitable 
accompaniment of international activities, the compilation of statistics where 
little data previously existed, the accumulation of documents under the 
direction of a professional secretariat. These may be valuable or neutral 
activities, but he neglects to report on the critical issue of performance. One 
rem, mbers the dismal early experience of the War Production Board before 
the institution of the controllership function and the establishment of ac 
countability and reporting on the implementation of policy decisions. Those 
were days in which many and great decisions were made—too often in terms 
that defied execution, and always without a record of what actually was 
done to translate policy into action. It is not surprising to find in the history 
of the Combined Food Board the same eagerness to tackle giant problems 
and formulate policies for dealing with them, accompanied by the same 
reluctance to come to grips with the unpleasant and unromantic chores of 
getting things done. But it is disappointing to find Roll as uncritical as he 
appears in this volume with respect to the failure to establish routine pro- 
cedures for measuring and accounting for performance. 

MeLVIN ANSHEN 

Carnegie Institute of Technology 
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Land Economics; Agricultural Economics; 
Economic Geography; Housing 


Agriculture and Industry Relative Income. By J. R. BetLersy and Assoct- 
ates. (London: Macmillan & Co. Ltd. New York: St. Martin’s Press. 
1956. Pp. xii, 369. $6.75.) 

In some ways this is a strange book. The discussion ranges from the de- 
velopment of the concept of a supply price for farm enterprise to a description 
of the potato famine of 1845-46 in Ireland. In other ways it is an exciting and 
an important book. If the Bellerby concepts are relevant and his estimates 
are reliable, then we have useful measures for a whole series of countries 
(including the United States) of the degree to which agricultural workers are 
at a disadvantage as to income relative to nonagricultural workers. We also 
have a persuasively reasoned explanation for persistent income disparities 
between agricultural and nonagricultural workers. 

To facilitate the comparison between farm and nonfarm incomes, Bellerby 
develops a concept of incentive income, which he defines as “the return to 
human effort and enterprise”; the concept thus excludes all return to property. 
The major empirical work of the study is concerned with estimating farm- 
worker and nonfarm-worker incentive incomes in the following countries: 
United Kingdom, Canada, Ireland, United States, Netherlands, France, 
Sweden, Norway, Finland, Germany, India, Burma, China, Japan, Chile, 
Peru, Mexico, Philippines, Australia, and New Zealand (only in the case 
of the first six countries of this list, however, are the estimates given in 
reasonable detail). 

From these estimates, Bellerby derives what he calls the incentive income 
ratio, the ratio of farm-worker to nonfarm-worker incentive income. And 
much of the book is devoted to the presentation and discussion of this ratio. 
Bellerby finds, for example, that the incentive income ratio runs as high as 
107 for Australia, and persistently remains close to 100 for that country. 
The same ratio has fallen as low as 5 and has rarely risen above 60 in 
Canada. And the ratio has fallen as low as 28 and rarely has exceeded 50 in the 
United States. In short, except for a few countries such as Australia and New 
Zealand, the modal position for the incentive income ratio is around 60. 

Bellerby makes the concept, supply price of enterprise, an integral part 
of the analysis. When applied to the individual farmer the concept, supply 
price, is used to mean “the price, in terms of incentive income, for which 
he is willing to play his part in supplying a given net product.” And the 
concept of supply price of farm enterprise may be expressed conveniently, 
Bellerby argues, in terms of the incentive income ratio. If the supply price 
of the representative farmer is equal to the incentive income ratio, the ratio 
will tend to persist. Where the ratio exceeds the supply price of the repre- 
sentative farmer, workers in agriculture will increase, production will increase, 
and the ratio will be lowered. And where the supply price of the representative 
farmer exceeds the ratio, workers will leave agriculture (or the rate of out- 
migration will be speeded up), production will be decreased and the ratio 
will rise. 
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Since the incentive income ratio is low, and persistently so, in many coun- 
tries, it must be the case that the supply price of the representative worker in 
those countries is also low. And this Bellerby believes to be the case. Hence, he 
inquires into the causes of a persistent, relatively low supply price of enter- 
prise in agriculture, an inquiry which is pulled together in a penetrating 
discussion in Chapter 16, Summary of Evidence. Every economist, agricul- 
tural or otherwise, would benefit from reading this chapter. And it should be 
required reading for that slowly diminishing group of economists who be- 
lieve that the economy either conforms to, or should conform to, a perfectly 
(purely) competitive model. The obstacles to mobility for farm people are 
made beautifully clear in this chapter. 

The empirical results presented by Bellerby and his associates in this 
volume in the form of incentive income ratios are going to be debated for a 
long time to come. This will be the case because important political and policy 
implications flow from these results. These results support the view, generally 
acclaimed by politicians and disclaimed by economists, that the farmer belongs 
to a group chronically at a disadvantage—that the farmer needs the help of 
government to realize a fair and equitable income. Thus protagonists of gov- 
ernment aid to farmers are going to use the Bellerby arguments and estimates 
to support their case, and critics of government aid to farmers are going to 
deprecate the Bellerby conclusions and look for errors of fact or logic among 
them. 

Several points can be made in the way of evaluation. First, the income 
concepts formulated and used by Bellerby are clear, unmuddied, and con- 
sistent with the purposes of the analysis. Secondly, the sources and references 
given for each set of income estimates inspire confidence in the quality of 
the work. The estimating work of Bellerby and his associates is no off-the- 
cuff job. Third, the theory and the empirical results are woven together in 
an impressive way. 

Perhaps this reviewer is too easily persuaded by the arguments and esti- 
mates presented; but it is hard not to be persuaded when arguments and 
estimates support one’s own hypotheses as fully as these do mine. 

WILLARD W. CocitRANE 
University of Minnesota 


Social Responsibility in Farm Leadership. By Water W. Witcox. (New 
York: Harper & Bros. 1956. Pp. xi, 194. $3.00.) 

In the foreword to this book, Charles P. Taft explains that it is one of 
several commissioned by the Federal Council of the Churches of Christ in 
America to help “. . . clarify in relation to our own institutions the basic 
ethical affirmations which we support.”’ 

The introductory chapter on “Ethics and Economic Life” suggests that 
the book is concerned with possible conflicts between ethically and economi- 
cally motivated behavior. It asserts that the most important ethical norm is 
equity, defined as “the desire that each one deserve what he gets and get 
what he deserves .. . ,” but states that “. . . honesty, truth, and productivity 
also have left an indelible imprint.’’ Farm people possess additional ethical 
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values including neighborliness, a sense of stewardship of the resources they 
control, and kindness to farm animals. 

The other chapters in Part I (The Setting) contain a description of the 
ways in which farming is different from other occupations, an enumeration 
of the alleged ills in American agriculture, and a sympathetic account of the 
many governmental measures adopted to assist farmers. The author is dis- 
turbed by present farm-tenancy laws, by the low incomes of some farmers, 
by the problems of young men who want to buy farms but have not enough 
money to do so, and by the difficulties some farmers experience in trying to 
transfer their farms to their sons. 

A few words are devoted to the impact of price-support and surplus-disposal 
programs on international relations, although the author finds nothing dis- 
turbing here. In fact, these programs “actually may have benefited producers 
in other countries” (p. 37). The author also concludes that price-support 
measures (he always calls them “price-stabilization measures”) have probably 
lowered food costs to consumers within the United States. 

Part I contains occasional references to such concepts as equity, highest 
ethical standards, and Christian stewardship, but the ethical criteria of the 
first chapter are not applied to the practical problems of agricultural policy 
except for the underlying theme that those who farm or wish to farm are 
entitled to support from the public treasury. 

The second half of the book (pp. 91-175) is entitled “Farm Leadership in 
Action.” It contains descriptions of the major farm organizations, a summary 
of their public statements on policy matters, and an account of the functions 
of local, county and state leaders. There is also an exhaustive classification 
of other “farm leaders” including legislators, administrators, and officers of 
the various farm trade associations. 

The author presents most positions with complete impartiality but expresses 
some concern because not all farm leaders are interested in the poor in agri- 
culture. He appears not to be much concerned because farm leaders place 
farm welfare above national welfare, although he renders lip service to 
the idea that they must be “aware of the interests and goals shared by 
others.” 

O. JONES 
Stanford University 


Agriculture in an Industrial Economy: The Agrarian Crisis. By Troy J. 
CauLey. (New York: Bookman Associates. 1956. Pp. 191. $4.00.) 

Cauley argues that our economic system is not in any significant sense 
price- or market-controlled. Prices do not allocate resources, he insists, but 
even if they did, the allocation would not conform to welfare considerations. 
Orthodox economics is portrayed as a rigmarole of religiosity which must be 
abandoned sooner or later, and the sooner the better. He proposes to ease any 
withdrawal symptoms occasioned by the apostasy with a stiff injection of a 
new miracle drug, named “the principle of comparative contribution to a 
functionally adequate distribution of purchasing power.” “Functionally ade- 
quate distribution,” as he elsewhere abbreviates his phrase, or FAD, a still 
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further abbreviation, is based upon the Keynesian consumption schedule. 
Cauley asserts that leading agricultural economists have entirely ignored 
Keynesian theory, an oversight which he deems the more grievous in the 
light of his discovery that FAD will solve the farm problem. 

Why is FAD heralded as a solution for the farm problem in particular? 
Cauley reasons that higher incomes for lower-income groups will result in 
their consumption of more superior foods, and these are foods for which 
demand elasticity is higher. The orthodox presumption that farmers would 
respond to this change in the consumption pattern by producing more superior 
foods has been refuted by Cauley in a separate chapter; he relies on the 
government to direct the reallocation. 

The fact that the symptoms of the farm problem have not subsided in 
the presence of modified income distribution cannot be offered in criticism 
of Cauley’s thesis, by reason not only of a failure to direct farmers to produce 
more superior foods, but also of a special property of FAD. If the patient 
is'not well, this simply indicates that he has not received enough of the 
drug (he is to take this remedy until he stops sneezing or breathing, which- 
ever occurs first). After belaboring orthodoxy for the circularity of the margi- 
nal productivity theory, Cauley proceeds to argue that the solution to the 
farm problem is functionally adequate distribution, meaning by “functionally 
adequate” that amount of redistribution which would solve the farm problem. 
(Since the nonagricultural economy has been operating at “capacity,” I can 
interpret his definition of functional adequacy in no other way.) 

Cauley also extends his criterion of functional adequacy into related prob- 
lem areas. Thus, “free trade of the sort . . . upheld by classical and neo- 
classical economists is not desirable . . . for the basic reason that it does not 
yield a functionally adequate distribution of income among the peoples of 
the world”; “incomes [of tenant farmers| are reduced by the amount of 
the rentals which they pay to landlords; and usually this is bad from the 
standpoint of its effect upon the functional adequacy of the distribution of 
income”; and ‘Less use of property taxes and sales tax and greater use of 
progressive net income taxes are essential to the achievement of a functionally 
adequate purchasing power on the part of farmers.” 

It would be unfair to Cauley to leave the impression that so nebulous 
a nostrum as FAD comprises the whole of his remedial paraphernalia. He 
presents this as but a particular application of his principles to a particular 
problem. Doubtless he purposely oversimplifies and overstates his case for 
FAD in an effort to draw popular attention to the principles underlying it. 
Most of the socio-economic problems of the world, he believes, stem from 
institutional impotency. The frustrations encountered in attempts to solve 
economic problems within any current institutional framework can be over- 
come only by altering the framework. Some of the larger alterations which 
are mentioned in this book, itself dealing with a relatively limited application, 
are abandonment of national sovereignty and the market mechanism, and 
modification of the system of private property and inheritance. 

Rocer W. Gray 

Stanford University 
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Labor Economics 


Trends in Employment in the Service Industries. By Grorce J. STIGLER. 
(Princeton: Princeton University Press, for the National Bureau of 
Economic Research. 1956. Pp. xviii, 167. $3.75.) 

Professor Stigler, in this first comprehensive study of service industry em- 
ployment, has produced an impressionistic essay rather than a source book. 
He accepts what is readily at hand from census materials and from earlier 
monographs, and concerns himself primarily with the broad trends that they 
reflect. The reader should not expect to find a sequel to the work of Fabricant 
on the manufacturing industries or that of Barger on mining and transpor- 
tation, for this volume contains neither a systematic exploration of the statis- 
tics of service employment, nor qualitative analysis and estimation to fill 
gaps in the data. 

The first section of the book is devoted to a consideration of relevant his- 
torical data on population, labor force, and income. Stigler here reports some- 
what parenthetically on several experiments which had as their purpose the de- 
termination of whether static family budget patterns can be used to predict 
long-run trends in consumption, all of which turned out to be failures. The main 
body of the work consists of separate chapters on retail trade, routine per- 
sonal services (domestic service, beauty and barber shops), professional serv- 
ices, and business services. The coverage is uneven, with retail and wholesale 
trade, domestic service, and education receiving the most attention. 

There are many interesting observations scattered through the volume. To 
cite a few, Stigler finds that changes in the organization of retail trade prob- 
ably reduced employment relative to sales by under ten per cent, which is 
less than might have been anticipated. The relative secular increase of em- 
ployment in trade is attributed largely to urbanization, with changes in 
family size and female participation in the labor force as subsidiary factors. 
The hypothesis is advanced that “the absolute level of income is only a minor 
influence on the longer trends of consumption,” although here one looks in 
vain for any serious effort to establish a working principle which is so funda- 
mentally at variance with current economic preconceptions. 

This is perhaps symptomatic of the principal criticism that might be made 
of the work, namely, that Stigler’s enthusiasm for speculation occasionally 
outruns his data, with the result that unwarranted inferences are drawn or 
relationships are overly simplified. For example, the large number of self- 
employed entrepreneurs and the small size of the individual business in trade 
are cited as “a major explanation of the relatively small role of unionization 
in the service industries.” A little reflection on the successful history of 
unionization in the building trades and in garment manufacture might have 
led to questioning this conclusion; the explanation is really much more com- 
plicated. Considerable space is devoted to the various factors that might con- 
ceivably affect the demand for domestic service in order to explain its decline 
in the face of rising levels of income, but only two brief paragraphs are 
accorded to a consideration of the supply of domestic servants, which may 
well be the key to the problem. There are a few interesting remarks on varying 


rae 
\ 
=! 
|, 
ay 
4 
5, 
¥ 
20 
: 
| 
se 
} 
| 
| 
| 
3 
| 


BOOK REVIEWS 483 


international propensities to employ servants at identical income levels (this 
may even be true for different regions of the United States, though Stigler 
does not consider the question), but no real consideration of whether these 
propensities do indeed differ, and if so, why. In casting about vainly for an 
explanation of the absolute decline in the number of barbers, Stigler is 
apparently unaware of the extent to which the do-it-yourself movement has 
invaded the prerogatives of this ancient profession, resulting in an elasticity 
of demand which has proven painful indeed for the Barbers’ Union. 

In all fairness, Stigler makes no claim that his book represents a definitive 
study of service employment. Indeed, he specifically states: “. . . no simple 
rule describes the trend of employment in the promiscuous ensemble of serv- 
ice industries; a common group of forces seems to be operative in most of 
them; but we have not isolated all these forces or measured any of them very 
precisely.” Let us hope that the National Bureau of Economic Research re- 
gards this volume as only the opening gun in a major campaign to elucidate 
the statistical history of a fascinating group of industries which are playing 
an ever-growing role in our economy. 

WALTER GALENSON 

University of California, Berkeley 


The Practice of Unionism. By Jack Barpasit. (New York: Harper & Brothers. 
1956. Pp. xii, 465. $5.00.) 

In this excellent study on the practice of unionism, the author has broken 
down the dichotomy between structure and function of unionism and has 
presented the American labor movement from 1933 to the present time as a 
living, dynamic social phenomenon. The book should be of great value to 
teachers of industrial relations and to those people whose knowledge of union- 
ism stems from the stereotypes presented in certain newspaper headlines. 

For Barbash, the trade union movement does not represent an outline 
picture of structure and an outline picture of function. There is no clear-cut 
division; the structure of the trade union movement is made not only by 
the traditions of the past but by the dynamic forces of the present and by 
the personalities who leave their imprint upon the activities of the organiza- 
tion. He recognizes that the trade union movement is made up of people 
and that trade union leaders are also people, no better and no worse than 
others. The trade union belongs to that category of social institution which 
sometimes leads its membership in progressive ideology, community solicitude 
and social outlook and sometimes reflects the sordid outcroppings of a hetero- 
geneous population, with few strong convictions except that of getting “more.” 

He analyzes the factors of union acceptance of minorities, which he de- 
scribes as restrictive, practical, and ideological, as well as the prejudices 
which stem from our social fabric, and which have influenced the policies 
and actions of specific unions. Restrictive unions either prohibit minority 
workers from becoming members or restrict their participation in union 
affairs. The “practical” approach emphasizes the need to organize all work- 
ers for the ultimate goal of effective collective bargaining. The “ideological” 
approach represents equal treatment of all workers as an act of faith. 
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There is no doubt that the trade union movement may be accused of 
“big business” ideology as witnessed by Beck of the Teamsters’ Union in his 
recent encounter with Congressional committees. But, on the other hand, 
the author points out that big business by union standards is certainly not 
synonymous with big business by business standards and that the “net worth 
of all unions including local units is not as large as that of one of the very large 
American corporations.” This places in its proper perspective the attacks upon 
large unions and the merged labor movement as being monopolistic in economic 
as well as political control! 

His chapter on the specific factors which influenced union structure has 
come a long way from the early Commons thesis that trade unions are in- 
fluenced by either market expansion or methods of production. Barbash 
indicates that in a country that is dominated by the propulsion of economic 
growth, there are many factors other than technology and markets which 
are responsible for changes in the growth and structure of the American 
union. Certainly, the fact that the A.F. of L. and CIO have merged does not 
mean a common acceptance of a new type of structure, but rather an accept- 
ance of a host of structures to meet the host of business patterns which have 
already been set up, and are being set up by industrial organizations. 

There is an excellent discussion of jurisdictional conflict which plagues 
and which will undoubtedly continue to plague trade unions. Barbash de- 
clares that there is no evidence of correlation between the “degree of craftness” 
and the magnitude of jurisdictional disputes. He admits a ‘‘proneness,” how- 
ever, which he hopes will be minimized by the “internal disputes plan” of 
President George Meany. He states that the representation machinery of the 
National Labor Relations Board has contributed to the raiding problem by 
systematizing the machinery whereby one union can take away the representa- 
tion rights from another. The A.F. of L.-CIO merger, one year after their 
marriage, is still struggling mightily with the problem of eliminating rival 
jurisdictions by voluntary mergers and agreements. 

The role of the unions in the collective bargaining process, the author feels, 
depends not only upon the state of the economy, concepts of human welfare, 
status relationships, technology, but also upon the imagination, resourceful- 
ness and intelligence of union leaders. (One might also add--management 
leaders.) This one fact takes the bargaining process out of the area of pre- 
dictability which some labor economists have described in setting “patterns or 
satellite” influences. Since “liars can figure and figures can lie,” wage statistics 
do not always clarify the negotiation process. The author admits that the 
union must secure “more” for its membership—but a wage policy reflects many 
pressures. The successful union leader must be a juggler able to evaluate these 
pressures as they are reflected in union politics as well as in the collective bar- 
gaining negotiation. 

The author has written an excellent chapter on the use of technicians by 
the union. The life of a-union is so complex that no man “up from the bench” 
can answer all the questions. The effective administration of a union now 
depends upon a host of skills—such as lawyers, educators, journalists, social 
workers, engineers possess. Barbash asserts that the elected officials determine 
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policy, but that the hired technicians advise, educate and elucidate. Since 
unionism tries to be a way of life—these skills are essential. 

His discussion of the “imperatives of union leadership” in these days when 
leadership of a social and political nature seem to be sorely lacking, is pro- 
vocative. He asserts that a union leader must have (1) a sensitivity to the 
immediate interests of his constituents and (2) a recognition that the union 
is a political organization. Spelled out in concrete terms this means a “maxi- 
mum number of job opportunities for the union membership,” “more pay for 
less work,” and an “interest in the optimum profitability for the business that 
provide jobs.” He offers a description of a number of union leaders who 
presumably have this sensitivity and recognition. 

There are many facets of the American labor movement which Barbash 
has not discussed and with which labor economists are concerned. Why has an 
increasingly strong labor movement had so little influence on the distribution 
of the shares of national income? To be sure he does indicate that we have 
no way of ascertaining what the share of national income to labor would be 
like, if we had no labor movement. What force will take the place of the 
humanitarian and dedicated idealism of the early labor movement? Why must 
labor leaders conform to the standards of successful businessmen and widen 
the gap between themselves and the rank and file membership upon which they 
depend? Why are there two social environments in this country—-a South 
which bitterly fights unionism in spite of federal legislation and the North 
which reluctantly accepts it? Will the A.F. of L.-ClO really attempt to or- 
ganize the unorganized three-fourths of the working population, the Southern 
worker, the white-collar workers, the professionals or is the organization of 
these people blocked by their own need to be “liked,” to be socially ac- 
ceptable, to conform to the patterns of the “man in the gray flannel suit”? 

Barbash knows the labor movement and the forces that make it tick--to him 
it is still a pragmatic, democratic, and vital institution keeping step, albeit 
sometimes haltingly, with the demands of an expanding economy in a world 
seething with contradictions. 

THERESA WOLFSON 

Brooklyn College 


Work and Authority in Indusiry. By Reinnarpd Benprx. (New York: John 
Wiley & Sons. London: Chapman & Hall. 1956. Pp. xxv, 466. $7.50.) 

In this volume the author presents a comparative analysis of the “ideologies 
of management which seek to justify the subordination of large masses of 
men to the discipline of factory work and to the authority of employers.” A 
summary of his framework will provide some idea of the breadth of his under- 
taking. Bendix shows that in the initial stages of industrialization the entre- 
preneurial class is faced with the problem of gaining acceptance for indus- 
trialization and their own activities in the face of hostility from the older 
aristocracy and the newly formed work force. He traces the “entrepreneurial 
ideologies” which develop in this setting as aids in the struggle for indus- 
trialization. In time, as the industrial way of life gains acceptance and large- 
scale industry becomes subject to bureaucratization, the author argues that 
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the problem of acceptance is replaced by that of controlling and directing 
the activities of the workers. He examines “managerial ideologies” which take 
the place of the older ideas, and help employers carry out their role in the 
more advanced industrial societies. The author’s task is not simply descrip- 
tion but rather to demonstrate that differences in these “managerial” and “en- 
trepreneurial’”’ ideologies arise from the historical legacies and social structures 
of the countries going through the process of industrialization.’ His method 
is to compare two different societies at different stages of industrial develop- 
ment. ‘Taking his cue “from the present division of the world into East and 
West” he compares the ideologies that evolved in England and Russia at the 
inception of industry. He then traces the development of the major managerial 
ideologies of large-scale industrial enterprise in the United States (going 
back to 1880), and compares this with present-day East Germany. From the 
viewpoint of this study the civilizations of Russia and the West differ in “the 
extent to which social relations are free from, or are affected by, political 
decisions and governmental controls.”” Accordingly, in England and the United 
States entrepreneurs and managers are said to form an “autonomous social 
class” while in Russia and East Germany they are subordinate to govern- 
ment control. He argues that the differences between “social classes” and 
“bureaucracies” are reflected in the ideologies of management that have de- 
veloped in the two civilizations. 

Bendix attempts an extremely difficult task when he tries to support his 
analysis with the available evidence. He has made use of what might be termed 
the historical method in drawing extensively on contemporary sources to re- 
late ideas to their social, political and institutional context. Although the 
analysis of each of his four sectors is a valuable contribution, this reader found 
the framework of the study somewhat strained. Partly this was because of 
the extremely fluid concept of ideology which the author uses in many different 
contexts. It is difficult for the reader to be sure he has grasped the author’s 

reaning when he refers, for example, to an “ideological contribution” or 
“ideological response.” The explanation and justification of authority, which 
the author includes in his definition of “ideologies of management,’ are not 
present in all of the ideas, beliefs and management approaches which are 
discussed as ideologies.* The comparisons which are the heart of the study 
are most significant in terms of the expanded meanings of “ideology” in each 
context. 

In tracing the development of ideas and managerial behavior Bendix pre- 

* There are many interesting parallels to Selig Perlman’s analysis of the labor move- 
ments which developed in different historical contexts. “Entreprencurial ideology” seems 
related to Perlman’s concept of the “effective will to power” of the capitalist class. Selig 
Perlman, A Theory of the Labor Movement (New York, 1928) 


*“All ideas which are espoused by or for those who exercise authority in economic enter- 


prises, and which seek to explain and justify that authority .’ “No effort is made to 
distinguish between owners, employers, entrepreneurs, managers, or leaders of economic 
enterprises. . . .” There is no explicit reference to other concepts of ideology. 


*Cf. F. S. Sutton, S. FE. Harris, Carl Kaysen and James Tobin, The American Business 
Creed (Cambridge, 1956), pp. 1-15. The authors present a different approach to the con- 
cept of business ideology. 
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sents his interpretation of a fund of evidence which is impressive in its variety 
and magnitude. In several instances the sociological framework of his analysis 
leads to conclusions which require further examination. The civic isolation and 
deprivations of the newly formed industrial labor force seem to have been over- 
emphasized. T. S. Ashton in his studies of the period‘ contends that, all in all, 
conditions of labor were improved by the spread of the factory, although the 
war and other economic factors worsened the status of workers for a time. 
Other studies cast doubt on the Hammonds’ early analysis® and paint a dismal 
picture of preindustrial society. In the light of this material, what “rightful 
place in society” was denied the worker through industrialization? Bendix 
asserts that the “changes in career patterns of the American ‘business elite’ 
may be regarded as an outgrowth of internal bureaucratization in economic 
enterprises.” In both cases economic, institutional and political factors should 
be considered together with bureaucratization in studying the changes that 
have taken place. Finally, I find it difficult to accept the author’s conclusion 
that for Communist rule the “creation and manipulation of hostility between 
activists and workers is the fulcrum of its managerial practice and ideology.” 
The analysis which leads to this position is excellent, but it appears to this 
reader to be less likely to apply to Russia than to the satellite countries. Ben- 
dix points out that the satellites may be distinguished from Russia by the high 
degree of hostility to the regime and strong passive resistance. The managerial 
ideology described by the author would seem to be appropriate to such an 
environment. 

Bendix has given us a clearer understanding of the managerial approaches 
to the problems of industrialization. I believe, however, that the importance of 
the study lies in the author’s explicit use of evidence and a sociological 
framework to study the development of ideas. 

Myron L. Joserpn 

Carnegie Institute of Technology 


*T.S. Ashton, An Economic History of England: The 18th Century, (New York, 1954); 
idem., “The Standard Life of the Workers in England, 1790-1830,” in F. A. Hayek, ed., 
Capitalism and the Historians (Chicago, 1954) 

*J. L. and Barbara Hammond, The Town Labourer (London and New York, 1917); 
see also Lord Shaftesbury (London, 1923). In a later work the Hammonds revised some of 
their earlier views, The Bleak Age, rev. ed. (Middlesex, 1947). 


Labor Economics and Problems at Mid-Century. By Stpney C. SUFRIN 
and Ropert C. SepGwick. (New York: Alfred A. Knopf. 1956. Pp. 
xxvi, 385. $5.75.) 


Planned for the undergraduate course in labor economics this textbook 
has for its central purpose, “To analyse the problems of employment, in- 
dustrial relations and labor standards as they exist in the United States in 
the mid-twentieth century” (p. 18). In a general sense this objective proves 
broad enough to encompass the topics usually found in labor problems 
texts. Although the framework is economic, there is recognition of socio- 
logical and psychological forces. These, however, often appear more in the 
form of inclusion of terminology from these fields than as an integral ele- 
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ment in analysis. Perhaps this is an occupational characteristic of the labor 
economist. 

After three introductory chapters to place unions in the setting of Ameri- 
can capitalism and to describe labor markets, about one-fourth of the book 
is devoted to union history, structure and government. At an earlier point 
(pp. 30-33), Hoxie’s functional interpretation of unions is sketched but it 
does not appear in any explicit sense in the union section itself. There is no 
discussion of the controversy concerning the “theory of the labor move- 
ment.”’ These union chapters are well organized and clear. Perhaps the role 
of the top federation would be better characterized if more emphasis had 
been given to interunion relations. More attention could well have been 
given to the problems of union democracy, racketeering and monopoly. The 
last topic, particularly, cannot be disposed of by such statements as: “The 
multiplicity of small monopolies, or better, monopoloid institutions which 
are trade unions, however, tends to negate the economic monopoly effect 
of any of these unless these smal! monopolies tend to coalesce into some 
central monopoly body” (p. 379). 

The relationship between unions and employment in the short run is de- 
veloped through a marginal analysis “as a first approximation.’’ This leads 
to the conclusion that “the distribution of employment between different 
firms and between capital and labor 1s determined by relative considerations 
of value productivity” (italics in original). No one would quarrel with this. 
The exposition, however, is concentrated on the single firm, and thus can- 
not explain the distribution of labor throughout a market or economy. (And 
unfortunately the presentation is garbled. Figures 10 and 11 [pp. 173 and 
174] are transposed. Figure 13 [p. 176] is incomplete, with the result that 
there is text reference to symbols which do not appear on the diagram.) 

There is also a brief sketch of the general theory of employment, which 
the uninitiated would have difficulty in comprehending. This is used to re- 
late general wage changes and employment. Many teachers might feel that 
this and the preceding marginal material should be left to courses in eco- 
nomic theory unless they are utilized intensively to illuminate labor phe- 
nomena. Thus, the general theory of employment should be introduced 
only if there is to be detailed discussion of the policy measures desig sed to 
maintain a high level of employment. The marginal analysis should be in- 
troduced only if it is used to illuminate such matters as the dynamics of 
the geographical and occupational distribution of the labor force, labor mo- 
bility and wage differentials. 

The labor standards section, which covers about one hundred pages, 
discusses the regulation of the employment contract, old age security, un- 
employment compensation and the law of industrial relations. The pri- 
mary emphasis is on description. Old Age and Survivors Insurance and un- 
employment compensation are brought up only to 1954, although the un- 
employment compensation chapter has material on the automotive agree- 
ments of 1955. The section on the Sherman Act ends with the Clayton Act 
and makes no mention of the Hutcheson case and its significance. The orig- 
inal election provisions relating to union security are described as though 
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they were still contained in the Taft-Hartley Act (p. 327). 

The discussion of industrial relations emphasizes the human relations 
approach more than the “environmentalist” approach. Here we have the 
optimistic view of an evolution of bargaining from belligerency to co- 
operation. If the term “‘active cooperation” means union-management co- 
operation or Selekman’s “relationship of cooperation,” many will suspect 
this comes close to wishful thinking. 

The content of any textbook implies some concept of the division of 
function between the book, other student material and the classroom. Al- 
though this is rarely expressed by authors, it must be weighed by users. 
The reviewer believes this book could best be used where classes are con 
ducted on a discussion basis with topics generally limited to the textual sub 
ject matter. There is a great deal of factual information, spiced by a ju 
dicious selection of cartoons. At a number of points just enough is said in a 
manner to stimulate curiosity and even a desire to read more. Enough posi 
tions are taken, with explanations which will not overwhelm the elementary 
student, so that a critical discussion is possible. 


RuSSELL S. BAUDER 
University of Missouri 


Labor, Institutions and Economics. By ALrrep Kun. (New York: Rinehart. 
1956. Pp. xx, 616. $6.50.) 

That this is precisely a textbook is at once the virtue and the weakness of 
Professor Kuhn’s work. His express intention is to give us a pedagogical tool 
for the introductory course in labor. No “intelligent layman’s guide to labor” 
is this, but rather a carefully organized, classroom-oriented textbook. 

If the work is to be evaluated in terms of what it sets out to do, it must be 
called a success. In dealing with most of the topics which regularly appear in 
the introductory course, and with some which appear less frequently, its 
author always proceeds thoughtfully and tarries to analyze and evaluate each 
topic. Usually the analysis and evaluation are based on clearly stated criteria 
consistently applied. 

Kuhn tells us that “. . . the general point of view I hold toward labor 
problems differs little from that of the better-known texts now available .. .”’ 
(p. v.). Reorganization of the conventional content of the introductory text 
is his purpose. The reader’s response to this will depend on his view of the 
role of the textbook. A veritable tour de force of organization, categories and 
distinctions, the work is sometimes reduced to such statements as: “In most 
American experience the union is much larger than a bargaining unit unless 
the union is unusually small or the bargaining unit unusually large” (p. 185). 

This is a good textbook and is to be commended as such; heaven knows 
there are many poor ones. But as a textbook it must accept the gibes of 
students and others who deplore the genus. He who studies it will learn; but 
he will be aware that he is studying an organized body of concepts and facts. 

Divided almost equally between institutional and economic material, the 
text opens with two chapters discussing the origin and growth of the labor 
movement and its philosophy. There follows a chapter each on the structure 
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of management and of unions. The latter includes the author’s comments on 
the AFL-CIO merger, the first of two or three expressions of opinion in an 
otherwise impartial survey. The process of collective bargaining is treated in 
five chapters in terms of bargaining for survival, i.e., questions of union and 
management security, and of bargaining power. The discussion of the union- 
management relationship is made to hinge on bargaining power and variations 
in it. The direct results of bargaining are considered in one chapter and the 
nonbargaining functions of unions (including a survey of European unions) 
in another. Two chapters on public policy toward labor, well over half of 
which is devoted to an evaluation of the Taft-Hartley Act, close the institu- 
tional section. Unorganized labor is given little attention. 

Part II is devoted to consideration of the size of labor’s income and its 
regularity. The discussion of wage determination concludes that the approxi- 
mate level of wages is determined by productivity, and the precise level of a 
specific wage is a function of many “frictional forces,” especially bargaining 
power. The presentation of marginal productivity theory is somewhat unique; 
equilibrium within the firm and equilibrium in the market are treated as 
distinct problems. This reviewer cannot agree that the departure is as radical, 
or as useful, as the author believes. 

The chapter on wage differentials is surely too long and too detailed for an 
introductory text. Job evaluation, arbitration, national wage controls, legis- 
lation, and bargaining are all examined as to their effects on wages. Unem- 
ployment and threats to job tenure are considered and a chapter is devoted to 
each of three methods of achieving security for labor: the maximization of job 
opportunities, control over access to jobs, and the provision of income in the 
absence of jobs. In each case public and private policies are considered. Many 
recent developments, ¢e.g., the guaranteed annual wage, health insurance, etc., 
are considered and specific cases are discussed, However, governmental full- 
employment policy is relegated to a brief discussion in the final chapter. This 
reviewer has reservations about the relative emphasis given to the topics in 
Part Ila matter which admittedly is the author’s prerogative. 

The work uses tables and figures only sparingly, but each chapter concludes 
with review questions and reading suggestions. 

In genera! Kuhn seems to be a bit more at home with the institutional than 
with the theoretical material. (Page 338 and the footnote to page 424 reveal, 
in this reader’s opinion, some discomfort with theory.) However, if the 
teacher shares the view which I attribute to the author, namely, that a text- 
book must be primarily ordered, systematic and specific and only secondarily 
appealing, then he will find this text a useful one for his introductory course. 

Epwarp J. Coox 

Fordham University 
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Tayior, M. C. Industrial tax-exemption in Puerto Rico—a case study in the use of tax 
subsidies for industrializing underdeveloped areas. (Madison: Univ. of Wisconsin Press 
1957. Pp. xi, 172. $3.50.) 

Van ven Berc, C. De structuur van de gemeentelijke uitgaven. (Factors governing the 
municipal expenditure pattern—a statistical investigation.) (Leyden: Stenfert Kroese. 
1956. Pp. 109. f 8.50.) 

The budget for 1958. Hearings before the House Committee on Appropriations, 85th Cong., 
Ist sess. (Washington: Supt. Docs. 1957. Pp. 138.) 

Debt—public and private. (Washington: Chamber of Commerce of U.S. 1957. Pp. 47.) 

Facing the issue of income tax discrimination. (New York: Nat. Assoc. of Manufacturers 
1956. Pp. 62.) 

The federal budget in brief for the fiscal year 1958. Prep. by Bur. of the Budget. (Washing 
ton: Supt. Docs. 1957. Pp. 54.) 

Federal excise taxes. Project note no, 40. (New York: Tax Foundation. 1956. Pp. 60.) 

Federal tax policy for economic growth and stability—papers submitted by panelists 
appearing before the Subcommittee on Tax Policy, Joint Committee on the Economic 
Report, 84th Cong., Ist sess., Nov. 9, 1955. (Washington: Supt. Docs. 1955. Pp. xii, 929.) 

Financing Kentucky's roads and streets. (Lexington: Bur. Bus, Research, Univ. of Ken- 
tucky. 1956. Pp. viii, 114.) 

Reduction of nonessential federal expenditures. Reports of the Joint Committee on Reduc- 
tion of Nonessential Federal Expenditures, 84th Cong., 2nd sess. (Washington: Supt 
Docs. 1956. 3 vols.) 

Report on excise taxes of the Subcommittee on Excise Taxes of the House Committee on 
Ways and Means. (Washington: Supt. Docs. 1957. Pp. 35.) 

Should federal tax policy encourage development of small business? Forum pamph. no. 8. 
(Princeton: Tax Institute. 1956, Pp. 32.) 

State finances, 1942 and 1954—a state by state analysis of revenue, expenditure and debt 
in current and constant dollars. (Chicago: Council of State Govts. 1956. Pp. 62.) 

State tax rates and collections, 1950 and 1955. Govt. fin. brief no. 3. (New York: Tax 
Foundation. 1956. Pp. 35.) 

Technical amendments to Internal Revenue Code. Hearings before a subcommittee of the 

House Committee on Ways and Means, 84th Cong., 2nd sess. (Washington: Supt. Docs. 

1956. Pp. 500.) 


International Economics 


Ausrey, H. G. United States imports and world trade. (New York: Oxford Univ. Press. 
1957. Pp. x, 169. $3.40.) 
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Camps, M. The European common market and American policy. Memo. no. 11. (Prince 
ton: Center of Internat. Stud., Princeton Univ. 1956. Pp. xxii, 30.) 

Conan, A. R. The changing pattern of international investment in selected sterling 
countries. Essays in internat. fin. no. 27. (Princeton: Internat. Finance Sec., Princeton 
Univ. 1956. Pp. 20.) 

Duar, B. The sterling balances of India. (Calcutta: Nababharat Pub. 1956. Pp. vi, 142. 
Rs 7/8.) 

Dias, M. A. The United States capital position and the structure of its foreign trade 
Contrib. to econ. analysis, XI. (Amsterdam: North-Holland Pub. 1956. Pp. viii, 67 
f 10.; $2.75.) 

ForstMANN, A. Die Grundlagen der Aussenwirtschaftstheorie. (Berlin: Duncker & Humblot 
1956. Pp. xvi, 418. DM 32,-.) 

HorrMan, M. L. Problems of east-west trade. Internat. conciliation no. 511, (New York: 
Carnegie Endowment for Internat. Peace. 1957. Pp. 54. 25¢.) 

IstamM, R. International economic cooperation and the United Nations. (Groningen and 
Jakarta: J. B. Wolters. 1956. Pp. 129.) 

Knorr, K. E. Ruble diplomacy—challenge to American foreign aid. Memo. no. 10 
(Princeton: Center of Internat. Stud., Princeton Univ. 1956. Pp. 42.) 

Leususcner, C. Bulk buying from the colonies. (New York: Oxford Univ. Press, for 
Royal Inst. Internat. Affairs. 1956. Pp. 224. $4.80.) ; 

“In British economic writing and public controversy bulk purchase has been dis- 
cussed as predominantly a concern of United Kingdom domestic policy. It is the main 
purpose of this study to show that it had also become an important issue in British colonial 
policy and one of great consequence for the external economic relations of the United 
Kingdom. . . . Any conclusions as to the practicability or desirability of its retention 
or reintroduction—as a normal method of trading can be drawn solely from its opera 
tion since 1945. This study is therefore primarily concerned with bulk purchase in the post 
war years; .. .”” (From the preface.) 

Mappox, J. G. ann Torrey, H. R. Training through technical cooperation. NPA Repts. on 
Tech. Coop. in Latin America. (Washington: Nat. Planning Assoc. 1957. Pp. xiii, 80. 
$1.25.) 

Matrarieu, W. C. British reconstruction and American policy 1945-1955. (New York: 
Scarecrow Press. 1956. Pp. vi, 232. $5.) 

The book is mainly for the general reader. According to the preface: “This work was 
begun as a study of the Marshall Plan as an important feature of American foreign policy 
In order to get some understanding of the outcome of the policy, the progress of the 
European Recovery Program was studied, with special emphasis on Britain. This, in 
turn, involved a study of British economic planning, industrial investment, and foreign 
trade policy. . . . Certain important segments of the British economy have been given 
only passing mention, including fiscal and labor policies, agriculture, housing, and city 
planning. All these are part of the picture, but attention has been concentrated on the 
critical factors: investment, production, exports, and balance of payments.” 

Mitiikan, M. F. ano Rostow, W. W. A proposal—key to an effective foreign policy. 
(New York: Harper. 1957. Pp. xi, 170, $2.75.) 

Yano, S. C. A multiple exchange rate system—an appraisal of Thailand’s experience, 1946- 
1955. (Madison: Univ. of Wisconsin Press, 1957. Pp. xviii, 200. $3.) 


Administration and operation of customs and tariff laws and the trade agreements pro 
gram. Hearings before a subcommittee of the House Committee on Ways and Means, 
84 Cong., 2nd sess. 3 vols. (Washington: Supt. Docs. 1956. Pp. 1764.) 


American private enterprise, foreign economic development, and the aid programs 
Am. Enterprise Assoc., stud. no. 7 of the Senate Special Committee to Study the 
Foreign Aid Program, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 68.) 

Fifth protocol of supplementary concessions to the General Agreement on Tariffs and 
Trade, May 23, 1956. Sixth protocol of supplementary concessions to the General 
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Agreement on Tariffs and Trade, July 15, 1955. (Geneva: GATT. 1956. Pp. 28; 541.) 

Foreign exchange regulations in Great Britain, Suppl. 13. (Basle: Bank for Internat. Settle- 
ments. 1956. Pp, 26.) 

Foreign grants and credits by the United States government-—-September 1956 quarter 
(Washington: Dept. Commerce. 1956. Pp. 21.) 

Foreign policy and mutual security. Draft report, together with hearings held Oct. 9-11 
and Nov. 26-28, 1956, submitted to the House Committee on Foreign Affairs. (Wash- 
ington: Supt. Docs. 1956. Pp. 367.) 

L’intégration européenne et la sécurité sociale. (Brussels: Ligue Européenne de Coop. Econ 
1957. Pp. 55.) 

Investment in Australia—basic information for United States businessmen. Bur. For. Com- 
merce, Dept. Commerce, Other country handbook ser. (Washington: Supt. Docs. 1957. 
Pp. vi, 126. 65¢.) 

Investment in Central America—basic information for United States businessmen. Bur. For 
Commerce, Dept. Commerce, Other country handbook ser. (Washington: Supt. Docs. 
1957. Pp. viii, 273. $1.50.) 

Liberalisation of Europe’s dollar trade. (Paris: Organisation for European Econ. Co-op. 
1956. Pp. 135. 8s.) 

National security and international trade. (New York: U. S. Council, Internat. Chamber 
of Commerce. 1956. Pp. 32.) 

The objectives of United States economic assistance programs. M.1.T. Center for Internat 
Stud., Stud. no. 1, Senate Special Committee to Study the Foreign Aid Program, 85th 
Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 72.) 

Problems in the international comparison of economic accounts. Stud. in income and 
wealth, Vol. XX. (Princeton: Princeton Univ. Press, for Nat. Bur. Econ. Research. 
1957. Pp. x, 404. $8.) 

Regulations relating to foreign funds control in the United States. Suppl. 14. (Basle: 
Bank for Internat. Settlements. 1956. Pp. 4.) 


Tariff treatment of wool and mica. Hearings before a subcommittee of the House Com- 
mittee on Ways and Means, 84th Cong., 2nd sess., Dec. 15, 17, 1956. (Washington: Supt 
Docs. 1957. Pp. 121.) 

Technical cooperation in Latin America—-recommendations for the future. By the Special 
Pol. Com. on Tech. Coop. (Washington: Nat. Planning Assoc. 1956. Pp. 192.) 

United States aid operations in Iran. First report of the House Committee on Govern 
ment Operations. (Washington: Supt. Docs. 1957. Pp. 61.) 

World economic growth and competition. Hearings before the Subcommittee on Foreign 
Economic Policy of the Joint Economic Committee, 84th Cong., 2nd sess., Dec. 10, 12, 
and 13, 1956. (Washington: Supt. Docs. 1957. Pp. iv, 175. 45¢.) 


Business Finance; Investment and Security Markets; Insurance 
Donatpson, EF. F. Corporate finance. (New York: Ronald Press. 1957. Pp. x, 876. $7.50.) 


Foster, L. O. Corporate debt and the stockholder—the effects of borrowing on rates of 
return. (Hanover: Amos Tuck School of Bus. Admin., Dartmouth College. 1956. Pp. 16.) 


Greco, D. W. Group life insurance—an analysis of concepts, contracts, costs, and com 
pany practices. Rev. ed. (Homewood, Ill.: Irwin, for S. S. Huebner Foundation, Univ. 
of Pennsylvania. 1957. Pp. xx, 262. $5.) 

Hatt, A. R. Australian company finance—sources and uses of funds of public companies, 
1946-1955. Soc. sci. monogr. no, 7. (Canberra: Australian Nat. Univ. 1956. Pp. x, 198 
32s 6d.) 


Haves, D. A. Appraisal and management of securities. (New York: Macmillan. 1956, Pp. v, 
383. $4.50.) 


ve 
: 
i 
P 
‘ 
‘ 
| 
a 
1, 
4 
ay 
| 


TITLES OF NEW BOOKS 499 


Hussanp, W. H. ano Docxeray, J. C. Modern corporation finance. 4th ed. (Homewood, 
Ill. : Irwin. 1957. Pp. xiv, 771. $6.50.) 

Lerrier, G. L. The stock market. 2nd ed. (New York: Ronald Press. 1957. Pp. xii, 626. 
$7.) 

Taytor, W. B. ano Graner, F. M. An outline to accompany “Financial policies of business 
enterprise,’ 2nd ed., with self-test questions and problems. (New York: Appleton- 
Century-Crofts. 1957. Pp. vii, 198. $2.50.) 

Water, J. E. The role of regional security exchanges. Bur. Bus. and Econ. Research pub 
(Berkeley and Los Angeles: Univ. of California Press. 1957. Pp. x, 170. $3.) 

“The essential purpose of this study is to identify the functions of regional security 
exchanges and to ascertain the effectiveness with which these functions are (or might be) 
carried out. Regional exchanges are understood to comprise all organized security exchanges 
in the United States, except the New York and American stock exchanges and exclusively 
local exchanges.” (From the Introduction.) The particular exchanges studied include the 
Zoston, Detroit, Los Angeles, Midwest, Philadelphia-Baltimore, and San Francisco ex- 
changes, but particularly the last one 
Aspecten van de Belgische en Nederlandse institutionele beleggers. (Some aspects of the 

Belgian and Dutch institutional investors.) Foundation for Econ. Research, Univ. of 

Amsterdam, ser. S.E.O., pub. no. 6. (Leyden: Stenfert Kroese. 1955. Pp. 128. {7.50.) 
Institutional investors and the stock market, 1953-55. Staff report to the Senate Committee 

on Banking and Currency, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. vii, 

291.) 

Trends in corporate investment and finance—a flow-of-funds analysis. Stud. in bus. and 
econ., X (3). (College Park: Bur. Bus. and Econ. Research, Univ. of Maryland. 1956 
Pp. 16.) 


Business Organization; Managerial Economics; 


Marketing; Accounting 


Atperson, W. Marketing behavior and executive action—-a functionalist approach to 
marketing theory. (Homewood, Ill.: Irwin. 1957. Pp. viii, 487. $6.50.) 

Beaton, K. Enterprise in oil—a history of Shell in the United States. (New York: Apple 
ton-Century-Crofts. 1957. Pp. xiii, 815. $7.50.) 

Bowman, E. H. Ferrer, R. B. Analysis for production management. (Homewood, 
Richard D. Irwin. 1957. Pp. xiii, 503. $6.50.) 

CrurcoMan, C, W., Acxorr, R. L. anp Arnorr, E. L. Introduction to operations research 
(New York: John Wiley. London: Chapman & Hall. 1957, Pp. x, 645. $12.) 

CraF, J. R. Introduction to business. (New York: Henry Holt. 1957. Pp. 382. $5.75.) 

DE Wo re, P. Operations research. (The Hague: G. Delwel. 1956. Pp. 37. f 1.50.) 

Gautt, E. H. Departmental merchandising results in small department stores, 1945 and 
1955 by months and for the years. Michigan bus. rept. no. 27, (Ann Arbor: Bur. Bus 
Research, Univ. of Michigan. Pp. iv, 52. $2.) 

Grirrin, J. 1. Industrial location in the New York area. New York Area Research 
Council monogr. 1. (New York: City College Press. 1956. Pp. xiii, 212. $5.) 

Ketver, I. W. Management accounting for profit control. (New York: McGraw-Hill. 1957 
Pp. viii, 435. $7.) 

Knapp, R. S. Forms of business organization and the federal tax laws. (New York: Practis- 
ing Law Inst. 1957. Pp. 146.) 

“This monograph has sought to emphasize the effect and importance of the tax factor 
on the use of the various forms of business organization.” (From the author’s conclusion. ) 
MacFarianp, G. A., Avyars, R. D. ano Stone, W. E. Accounting fundamentals. 3rd ed 

(New York: McGraw-Hill. 1957. Pp. xiii, 623. $6.50.) 

Mac Niece, E. H. Production forecasting, planning and control. 2nd ed. (New York 
John Wiley. London: Chapman & Hall. 1957. Pp. viii, 374. $8.25.) 
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Mater, N. R. F., Sorem, A. R. anp Mater, A. A. Supervisory and executive development- 
a manual for role playing. (New York: John Wiley. London: Chapman & Hall. 1957. 
Pp. xi, 330. $6.50.) 

Matz, A., Curry, O. J. ann Frank, G. W. Cost accounting. 2nd ed. (Cincinnati: South- 
Western Pub. Co. 1957. Pp. x, 838 

Maywnarp, H. H. anv Davis, J. H. Sales management. 3rd ed. (New York: Ronald Press 
1957. Pp. vi, 666. $6.75.) 

Owens, R. N. Management of industrial enterprises. 3rd ed. (Homewood, Ill.: Richard D. 
Irwin. 1957. Pp. xviii, 673. $6.50.) 

Simon, H. A. Administrative behavior—a study of decision-making processes in administra 
tive organization. 2nd ed. (New York: Macmillan. 1957. Pp. xlviii, 259. $5.) 

Srriecer, W. R., Sermurz, E. anno Spriecer, W. B. Elements of supervision. 2nd ed 
(New York: John Wiley. London: Chapman & Hall. 1957. Pp. xii, 349. $6.) 

VAN Baarte, W. H. Reclamekunde en reclameleer. (Theory and institutional aspects of 
advertising, with special reference to the Netherlands.) (Leyden: Stenfert Kroese. 1956 
Pp. 696. f 37.50.) 

Warneryp, K.-E. Motiv och beslut i féretagsledningens marknadspolitik. (Motives and 
decisions in management’s marketing policy.) (With English summary.) (Stockholm 
Norstedt. 1957. Pp. 367.) 

Equipment replacement and depreciation policies and practices—a survey. (Washington: 
Machinery and Allied Products Inst. and Council for Tech. Advancement, 1956, Pp. 30 
$1.) 

Instrumentation and automation. Hearings before the Subcommittee on Economic 
Stabilization of the Joint Economic Commitiee, 84th Cong., 2nd sess., Dec. 12, 13 and 
14, 1956. (Washington: Supt. Docs. 1957. Pp. v, 202. 75¢.) 

Operations research, a basic approach. Spec. rept. no, 13. (New York: Am. Management 
Assoc. 1956, Pp. 111.) 

Readings in market research. A selection of papers by British authors. (London: British 
Market Research Bur. 1956. Pp. ix, 235. 35s.) 


Industrial Organization; Government and Business; 
Industry Studies 


Asramovitz, M. anv ExiasBerc, V. The growth of public employment in Great Britain. 
Nat. Bur. Econ. Research, Gen. ser. no. 60. (Princeton: Princeton Univ. Press. 1957. 
Pp. xiii, 151. $3.75.) 

BiackMAN, J. H. Transport development and locomotive technology in the Soviet Union. 
Essays in econ. no. 3. (Columbia: Bur, Bus. and Econ. Research, Univ, of South Carolina 
1957. Pp. iv, 64.) 

Davis, K. R. Furniture marketing—-product, price and promotional policies of manu 
facturers. Stud, in bus, admin., Vol. I. (Chapel Hill: School of Bus. Admin., Univ. of 
North Carolina. 1957. Pp. xvi, 224. $5.) 

Frorence, P. S. Industry and the state. (New York: Rinehart. London: Hutchinson's Univ 
Lib. 1957. Pp. 196. $1.50.) 

Guétron, J., Lane, J. A, Maxwerrt, K. R., ano Menke, J. R., ed. The economics of 
nuclear power including administration and law. Vol. I. Progress in nuclear energy, ser. 
8. (New York: McGraw-Hill. London: Pergamon. 1957. Pp. xii, 513. $17.) 

Lapp, D. R. Cost data for the management of railroad passenger service. (Boston: Div. 
Research, Harvard Bus. School. 1957, Pp. xvi, 345. $4.50.) 

Mason, E. S. Economic concentration and the monopoly problem. Econ. stud. no. 100. 
(Cambridge: Harvard Univ: Press. 1957. Pp. xvi, 411. $6.) 

MossMan, F. H. anv Morton, N. Principles of transportation. (New York: Ronald Press 
1957. Pp. xi, 510.) 
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O’Dett, A. C. Railways and geography. (New York: Rinehart. London: Hutchinson’s 
Univ. Lib. 1956. Pp. 198. $1.50.) 

Rosensiutu, G. Concentration in Canadian manufacturing industries. Nat. Bur, Econ. 
Research, General ser. no. 61. (Princeton: Princeton Univ. Press. 1957. Pp. xv, 152. 
$3.50.) 

Van DEN Hoek, J. J. Industriéle vestigingspolitiek van de overheid. (Governme:.: policy 
with regard to location of industries.) (Leyden: Stenfert Kroese. 1956. Pp. 167, f11.) 

The definition of ‘‘small business” within the meaning of the Small Business Act of 1953, 
as amended. A report of Subcommittee No. 2 of the House Select Committee on Small 
Business, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 20.) 

Energy consumption in the manufacturing and mining industries of Canada, selected years, 
1926-1953. Ref. paper no. 73. (Ottawa: E. Cloutier, for Dominion Bur, Stat., Indus. and 
Merchandising Div. 1957. Pp. 83. $1.) 

Final report of the House Select Committee on Small Business, 84th Cong., 2nd sess 
(Washington: Supt. Docs, 1957. Pp. 191.) 

Management, economics and technology for the atomic industry. Proceedings of the Atomic 
Indus. Forum annual conference. Rept. no. 12. (New York: Atomic Indus. Forum. 1956 
2 vols.) 

Monopoly problems in regulated industries—airlines. Hearings before the Antitrust Sub 
committee of the House Committee on the Judiciary, 84th Cong., 2nd sess., Feb., Mar., 
May, June, 1956. Pt. 1. (Washington: Supt. Docs. 1956. 4 vols.) 

The organization and procedures of the federal regulatory commissions and agencies and 
their effect on small business. Hearings before Subcommittee No. 1 of the House Select 
Committee on Small Business, 84th Cong., Ist sess. 1 vol. Report by J. L. Evins, chair- 
man. (Washington: Supt. Docs. 1956.) 

Patent system and the modern economy. Study of the Subcommittee on Patents, Trade 
marks, and Copyrights of the Senate Committee on the Judiciary, 84th Cong., 2nd sess 
(Washington: Supt. Docs. 1957. Pp. 77.) 

The Portland Cement industry—supply-demand outlook. A report prepared under the 
direction of the chairman of the House Select Committee on Small Business, 84th Cong., 
2nd sess. (Washington: Supt. Docs. 1956. Pp. 72.) 

Productivity in industry. A round table discussion. Stud. in bus. econ. ne. 51, (New York 
Nat. Indus. Conf. Board. 1956. Pp. 40.) 

Report of the Federal Trade Commission on industrial concentration and product diversifi 
cation in the 1,000 largest manufacturing companies—1950. (Washington: Supt. Docs 
1957. Pp. viii, 656. $3.) 

“The report has three main topics. The first is the place of the 1,000 largest manufactur- 
ing companies among all manufacturing companies in the United States. The second is the 
concentration of production in particular fields of manufacture. Third is the diversity and 
dispersion of the manufacturing activities of the largest companies. Diversity of activities 
should be understood to include both ‘integration’ and ‘diversification’ within the field of 
manufacturing.” (From the introductory chapter.) 

A study of the antitrust laws. Staff report of the Subcommittee on Antitrust and Monopoly 
of the Senate Committee on the Judiciary, 84th Cong., 2nd sess., on attempted merger of 
Puget Sound Power and Light Co. and the Washington Water Power Co, (Washington 
Supt. Docs. 1956. Pp. 82.) 

Temporary State Commission on Coordination of State Activities—staff report on public 
authorities under New York State. Leg. doc. (1956) no. 46. (Albany: Williams Press, 
for State of New York. 1956. Pp. xxxi, 720.) 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 


Dunsvorrs, E. The Australian wheat-growing industry 1788-1948. (Melbourne: Univ. Press 
New York: Cambridge Univ. Press. 1957. Pp. xi, 547. $10.) 
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Hammonp, R. J. Food. Vol. U, Studies in administration and control. Hist. of Second 
World War, United Kingdom Civil ser. (London: H. M. Stat. Off. or Longmans Green. 
1956. Pp. xiii, 835. 50s.) 

Haysteap, L. The farmer and his customers. (Norman: Univ. of Oklahoma Press. 1957. 
Pp. xvi, 99. $2.75.) 

Hirey, W. E. Economics of plantations. (London: Faber & Faber. 1956. Pp. 216.) 

Horton, D. C. Patterns of farm financial structure—a cross-section view of economic and 
physical determinants. Nat. Bur. Econ. Research, Stud. in agric. fin., no. 2. (Princeton: 
Princeton Univ. Press. 1957. Pp. xx, 185. $4.50.) 

“Dr. Horton’s study of the financial structure of farm enterprises is one of a series of 
related investigations made under the National Bureau’s Agricultural Finance Project. His 
principal objectives have been to determine how the economic and physical characteristics 
of agriculture affect its financing and to describe the roles of credit and equity funds 
in the financing of agricultural production.” (From the foreword.) 

KuLkarnt, K. R. Agricultural marketing in India (with special reference to co-operative 
marketing of agricultural produce in India). Vol. I. Rev. ed. (Bombay: Co-operators’ 
300k Depot. 1956. Pp. xxvii, 500. Rs 20/-.) 

Lamer, M. The world fertilizer economy. Food, agric., and World War II ser. (Stanford: 
Food Research Inst., Stanford Univ. 1957. Pp. xvi, 715. $12.50.) 

Metien, M. ano Winston, V. H. The coal resources of Yugoslavia, Mid-European 
Studies Center pub. no. 27. (New York: Praeger. 1957. Pp. xix, 328. $6; paper $3.) 

Mosner, A. T. Technical co-operation in Latin-American agriculture. (Chicago: Univ. 
of Chicago Press. 1957. Pp. xiv, 449. $6.) 

Street, J. H. The new revolution in the cotton economy—mechanization and its conse 
quences. (Chapel Hill: Univ. of North Carolina Press. 1957. Pp. xvi, 294. $5.) 

Tuomas, D. W. anv Pasto, J. K. Costs and benefits of the deer herd. Bull, no. 610. (Uni- 
versity Park: Pennsylvania Agric. Exper. Sta. 1956. Pp. 33.) 

Werner, W. Osterreichs Energiewirtschaft eine Wirtschaftspolitische Untersuchung. (Vienna: 
Springer-Verlag. 1957. Pp. vi, 207. $4.75.) 

Yanez-Perez, L. Mecanizacién de la agricultura Mexicana. (Mexico, D.F.: Inst. Mexicano 
de Investigaciones Econ, 1957. Pp. xvii, 419. $3.) 


75 housing areas, a housing market analysis—annual summary 1956. Selected data on 
housing, population, economic indicators and mortgage activity. (New York: Housing 
Securities, Inc. 1957. Pp. 34. $7.50.) 


Annual report for the year 1956. (Washington: Resources for the Future. 1956. Pp. 85.) 

Europe's growing needs for energy—How can they be met? A rept. prepared by a group 
of experts. (Paris: Organisation for European Econ. Co-op. 1956. Pp. 120. 8s.) 

Farwell Unit, Nebraska, of the Missouri River Basin Project. Rept. of the Dept. Interior 
transmitted by the Assistant Secretary of the Interior to the House Committee on In 


terior and Insular Affairs, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1956. Pp. 
129.) 


Govt. of India, Ministry of Food and Agric. pubs. (Delhi: Manager of Pubs., Civil Lines.) 
Cotton in India 1050-51 to 1954-55. (1956. Pp. xiv, 74.) 
Jute in India 1954-55. (1956. Pp. xiii, 31.) 
Studies in agricultural economics. Vol. IL. (1956. Pp. iii, 170.) 
Sugar in India (supplement) 1951-52 and 1952-53. (1954. Pp. xiv, 49.) 


People, housing and rent control in Syracuse. Program analysis sec. (New York: Temporary 
State Housing Rent Comm. 1956. Pp. xii, 117.) 


Rogue River flood control. Joint hearings before the Senate Committee on Interior and 
Insular Affairs and the Senate Committee on Public Works, 84th Cong., 2nd sess., Med- 
ford, Oregon, Oct. 19, 1956. (Washington: Supt. Docs. 1956. Pp. 137.) 


Sources of supply of oil and other petroleum products for the West Coast of the United 
States for military and other requirements. Hearing (Pt. 111) before the Subcommittee 
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for Special Investigations of the House Committee on Armed Services, 84th Cong., 2nd 
sess., July 9, 1956. (Washington: Supt. Docs. 1956. Pp. 53.) 

Withdrawal and utilization of the public lands of the United States (defense withdrawal 
control legislation). Hearings before the House Committee on Interior and Insular 
Affairs, 84th Cong., 2nd sess., June 11-July 10, 1956. (Washington: Supt. Docs. 1956 
Pp 286.) 

Labor Economics 


Barker, G. R. Some problems of incentives and labour productivity in Soviet industry 

a contribution to the study of the planning of labour in the U.S.S.R. (Oxford: Basil 

Blackwell, for Dept. Econ. and Institutions of U.S.S.R., Univ. of Birmingham. Pp. 129 
14s.) 

Bonnett, C. E. History of employers’ associations in the United States. (New York: 
Vantage. 1957. Pp. ix, 573. $5.) 

Ciark, F. L. anp Dunne, A. C. Ageing in industry—an inquiry, based on figures derived 
from census reports, into the problem of ageing under the conditions of modern industry 
(New York: Philosophical Lib. 1956, Pp. xi, 150. $7.50.) 

Dare, L. A. Marxism and French labor. (New York: Vantage. 1957. Pp. 273. $4.50.) 

“This book tells the story of modern French labor—from the French Revolution to 
date—and especially the influence exerted on it, first by Marxism, and later by communism, 
It is the story of how Marxism began as a red thread in the texture of French labor and, 
as communism, has now become almost the basic pattern itself.” (From the preface.) 
Erickson, C. American industry and the European immigrant 1860-1885. (Cambridge: 

Harvard Univ. Press. 1957. Pp. xi, 269. $4.75.) 

Harper, F. A. Why wages rise. (Irvington: Foundation for Econ. Education. 1957. Pp. 124. 
$1.50.) 

Myers, A. H. Crisis bargaining management—aunion relations in marginal situations 
(Boston: Bur. Bus. and Econ. Research, Northeastern Univ. 1957. Pp. v, 74. $1.) 

Myers, J. Anp Latpier, H. W. What do you know about labor? (New York: John Day 
1956. Pp. xviii, 301. $4.75.) 

Petro, S. The labor policy of the free society. (New York: Ronald Press. 1957. Pp. x, 
339. $5.) 

Stavick, F. Distribution of medical care costs and benefits under four collectively bar- 
gained insurance plans. Bull, 37. (Ithaca: New York State School of Indus. and Lab. 
Relations, Cornell Univ. 1956. Pp. iii, 39.) 

STURMTHAL, A., ed. Contemporary collective bargaining in seven countries. Cornell Internat 
Indus. and Lab. Rel. repts. no. 4. (Ithaca: New York State School of Indus. and Lab 
Relations, Cornell Univ. 1957. Pp, ix, 382. $4.50.) 

Taytor, A. G. Labor and the Supreme Court. (Williamsburg: Author, College of William 
and Mary. 1957. Pp. viii, 178. $2.) 

Analysis of work stoppages, 1955. BLS bull. 1196. (Washington: Supt. Docs. 1956. Pp. 34 
30¢.) 

Baking—a case study of a large mechanized bakery. BLS rept. no. 109. (Washington: Supt. 
Docs. 1956. Pp. 26.) 

Improved conditions for migrant labor pay off for growers and the community. Employ. 
sec. exchange no. 4. (Washington: Bur. Employment Security. 1956. Pp. 28.) 

Job performance and age—a study in measurement. BLS bull. 1203. (Washington: Supt 
Docs. 1956. Pp. 72. 45¢.) 

Problems of wage policy in Asian countries. (Geneva; Internat. Labour Off. 1956. Pp. vi, 
141. $1.25.) 

Report to the President on domestic migratory labor—-by the President’s Committee on 
Migratory Labor. (Washington: Supt. Docs. 1956. Pp. var.) 

Research in industrial human relations—a critical appraisal. Indus. Rel. Research Assoc 
pub. no. 17. (New York: Harper. 1957. Pp. x, 213. $3.50.) 
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Steel—man-hours per unit of output in the basic steel industry, 1939-55. BLS bull. 1200. 
(Washington: Supt. Docs. 1956. Pp. 40. 30¢.) 

Year book of labour statistics. 16th issue. (Geneva: Internat. Labour Off. 1956. Pp. xv, 
503. $6; paper $5.) 


Population; Welfare Programs; Standards of Living 


Bowers, FE. L., Craic, P. G. ann Parrer, W. Financing unemployment compensation 
Ohio's experience. Monogr. no. #9. (Columbus: Bur. Bus. Research, Ohio State Univ. 
1956. Pp. xvii, 314. $4.) 

Cuanp, G. Some aspects of the population problem of India. Bannailli Readership Lectures, 
University of Patna, March 1954. (Bihar: Univ. of Patna. 1956. Pp. iii, 167. Rs 8/-.) 
Oser, J. Must men starve?—the Malthusian controversy. (New York: Abelard-Schuman. 

1957. Pp. 331. $4.50.) 

Spencier, J. J. anb Duncan, O. D., ed. Demographic analysis—selected readings. (Glen- 
coe, Ill.: Free Press. 1957. Pp. xiii, 819. $9.50.) 

Srerner, P. O. ann Dorrman, R. The economic status of the aged. (Berkeley and Los 
Angeles: Univ. of California Press, for Inst. of Indus. Relations, Univ. of California. 
1957. Pp. xx, 296. $5.) : 

Studies of the aged and aging —selected documents. Vols. V and VI. Compiled by the staff 
of the Senate Committee on Labor and Public Welfare. (Washington: Supt. Docs. 1956; 
1957. Pp. 161; 92.) 


Related Disciplines 


Cuen, W.-1. C. Wartime “mass” campaigns in Communist China—official country-wide 
“mass movements” in professed support of the Korean War. Research memo. no. 43, 
accomplished under contract with Human Resources Research Inst., Maxwell AFB, 
Alabama. (Lackland AFB, Texas: Air Force Personnel and Training Research Center 
1955. Pp. xv, 83.) 

Coxnett, J. B. anp Smitu, R. J. Two Japanese villages--Matsunagi, a Japanese mountain 
community —Kurusu, a Japanese agricultural community. Center for Japanese Stud., 
Occas. papers no. 5. (Ann Arbor: Univ. of Michigan Press. 1956. Pp. xxii, 232. $6.) 

Crow rey, F. K., ed. University studies in history and economics. Vol. If (4). (Nedlands 
Pub. Com., Univ. of Western Australia. 1956. Pp. 118. 3s 6d.) 

De Grazia, A. The American way of government. Nat., state and local ed. (New York: 
John Wiley. London: Chapman & Hall. 1957. Pp. xvii, 971. $6.95.) A national edition, 
duplicating Parts I to XII is also available. Pp. 806. $6.50 
Parts IX-XI are devoted to matters of national economic policy: national finance 

(monetary policy, the budget and federal expenditures, federal taxation); human and 

natural resources (population, social security and welfare, industrial relations and working 

conditions, conservation of natural resources) ; commercial interests of the government (the 
government and agriculture, government promotion of business, government regulation of 
business, government participation in business) 

Fay, C. R. Life and labour in Newfoundland—-based on lectures delivered at the Memorial 
University of Newfoundland. (Toronto: Univ. of Toronto Press. 1956 Pp. vii, 254. $5.) 

Guick, P. G. American families. Census monogr. ser. (New York: John Wiley, for Soc 
Sci. Research Council. London: Chapman & Hall. 1957. Pp. xiv, 240. $6.) 


Hacker, L. M. Alexander Hamilton in the American tradition. (New York: McGraw-Hill 
1957. Pp. xi, 273. $4.75.) 


Lazarus, H, American business dictionary. (New York: Philosophical Lib. 1957 Pp. xvi, 
§22. $10.) 
This volume covers the following areas: accounting, advertising, banking, business law, 
business economics, credit and collections, data processing, display, finance, government 
regulations, industrial engineering, industrial psychology, insurance, labor relations, manage- 
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ment, marketing, market research, personnel administration, power, production, public 

relations, real estate, retailing, statistics, stocks and bonds, taxation, transportation and 

wholesaling 

Lovepay, A. Reflections on international administration. (New York: Oxford Univ. Press 
Oxford: Clarendon Press. 1956. Pp. x, 334. $6.75; 42s.) 

McCune, W. Who’s behind our farm policy? (New York: Praeger. 1957 Pp. vii, 374 
$3.50; paper, $1.50.) 

Menrcazzi, G. Method and foundations of social science. (Bari: Inst. Econ. and Fin., 
Univ. of Bari. 1957. Pp. 122. L. 1000.) 

Mitcuei., B. Alexander Hamilton—youth to maturity 1755-1788. (New York: Macmil 
lan. 1957. Pp. xvi, 675. $8.75.) 

Morris, R. B., ed. Alexander Hamilton and the founding of the nation. (New York: Dial 
Press. 1957. Pp. xxi, 617. $7.50.) 

Rapciirre-Brown, A. R. A natural science of society. (Glencoe, Ill.: Free Press. 1957 
Pp. xii, 156. $3.50.) 

Simon, H. A. Models of man--social and rational—mathematical essays on rational human 
behavior in a social setting. (New York: John Wiley. London Chapman & Hall. Pp 
xiv, 287, $5.) 

“In the essays published in this volume I have tried to set forth a consistent body of 
theory of the rational and nonrational aspects of human behavior in a social setting . . 
the essays collected here have appeared in thirteen journals, representing statistics and all 
the social sciences save anthropology. I am afraid that economists are aware of them 
chiefly as they impinge upon the theory of the firm, social psychologists and sociologists 
as they relate to small group theory, learning theorists as they relate to problem solving, 
political scientists as they relate to the phenomena of power, and statisticians as they re 
late to the identification problem.” (From the Preface.) 

Witson, P., comp. South Asia—a selected bibliography on India, Pakistan, Ceylon. (New 


York: Am. Inst. Pacific Relations, 1957 Pp. iii, 41, mimeo. 75¢.) 
Current research on the Middle East 1956. (Washington: Middle East Inst. 1956 Pp. 94.) 


Government sponsored and government supported research—-social sciences and interdis 
ciplimary areas. 11th rept. NSF-56-25. (Washington: Nat. Sci. Foundation. 1956 Pp 
vii, 96.) 


Index of publications, August 1956. (Santa Monica: RAND Corp, 1957. Pp. viii, 391.) 
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PERIODICALS 
General Economics; Methodology 


Anverson, E. H. The scientific revolution and its impact on modern economics. So. Econ. 
Jour., Jan. 1957. Pp. 18. 

Brems, H. Mathematik und Wirtschaftstheorie. Jahrb. f. Nationalék. und Stat., Feb. 1957. 
Pp. 11 

CHAMBERLAIN, N. W. Aspirationen in der Wirtschaftsanalyse. Zeitschr. {. Nationalokon., 
1956, XVI (3). Pp. 12 f 

Mok.at, G. De lusage du calcul des probabilités en matiére économique. Rev. D’Econ 
Pol., Nov.-Dec. 1956. Pp. 19. 

Peversen, J. Samordningsudvalgets rapport.-Et diskussionsindlaeg. Nationalgk. Tids., 
1956, XCIV (5-6). Pp. 29. 

Takata, Y. Introductory notes on sociological economics. Osaka Econ. Papers, Jan. 1957 
Pp. 16 

Taytor, O. H. Economic science only--or political economy? Quart. Jour. Econ., Feb 
1957. Pp. 18 

Watiicu, H. C. Conservative economic policy. Yale Rev., Autumn 1956. Pp. 11. 

Wernet, W. Personales und instrumentales Wirtschaften. Problementfaltung und Problem 
diskussion in der Gewerbeforschung, speziell im Handwerksbereich, 111. Schmollers Jahrb., 
1956, LNXVI (6). Pp. 34. 

Witte, E, E. Economics and public policy. Am. Econ. Rev., Mar. 1957. Pp. 21 

Zi Apek, K. Wirtschaftslehre der Unternehmung in Hauptgedanken ihrer theoretischen 
Begriindung. Zeitschr. f. Nationalok., 1956, XVI (3). Pp. 31. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Akerman, G. The cobweb theorem: a reconsideration. Quart. Jour. Econ., Feb, 1957 
Pp. 10 

Axerman, J. De ekonomiska beslutens katalysatorer. Ekon. Tids., Dec, 1956, Pp. 18 

Anprexson, O., Baver, R. K., FUmrer, H. ano Petersen, J.-P. Uraschen und Typen 
hurzfristiger Produktions- und Preisplanrevisionen der Unternehmer. (With English sum 
mary.) Ifo-Stud., 1956, II (1). Pp. 25 

Aventur, J. Liquidités et flux de dépenses. Rev. d’Econ. Pol., Jan.-Feb. 1957. Pp. 34. 

Bator, F. M. On capital productivity, input allocation and growth. Quart. Jour. Econ., 
Feb. 1957. Pp. 21 

The simple analytics’ of welfare maximization. Am, Econ. Rev., Mar. 1957. Pp 

38 

BeckKMANN, M. J. On the division of labor in teams. Metroeconomica, Dec. 1956. Pp. 6 

BentzeL, R. Produktivitetsproblem i den penning- och linepolitiska diskussionen i vdrt 
land. Ekon. Tids., Dec. 1956. Pp. 18 

Betrecueim, C. Le probléme de la maximation de la croissance économique. Rev. Econ., 
Jan. 1957. Pp. 37 

Buatr, H. C. The theory of consumption function its implications for a developing 
economy. Asian Stud., Nov. 1956. Pp. 8. 

Boupevitte, J. Le probléme de l’'agrégation. Rev. d’Econ. Pol., Jan.-Feb. 1957 Pp. 32. 

Boutpine, K. E. Di alcuni contributi dell’economica alla teoria generale del valore. L’in 
dustria, Oct.-Dec. 1956. Pp. 19. 
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Brems, H. Input-output coefficients as measures of product quality. Am, Econ. Rev., Mar. 
1957. Pp. 14 

Courtin, R. De lambiguité des critéres de distinction a la prétendue opposition de la 
micro et de la macro-économie. Rev. d'Econ. Pol., Jan.-Feb. 1957. Pp. 45. 

Datta, A. Welfare versus growth economics, Indian Econ. Jour., Oct. 1956. Pp. 9. 

Davis, A. K. Thorstein Veblen reconsidered. Sci. and Soc., Winter 1957. Pp. 35. 

A. M. La complementarita economica. Interpretazione e metodologia. (With 
English summary.) Riv. Internaz. di Sci. Econ. e Com., Oct. 1956. Pp. 10 

pE Scuweinitz, K., Jr. Normative implications of the “new competition.” Soc. Research, 
Winter 1956. Pp. 15. 

Foc, B. How are cartel prices determined? Jour. Indus. Econ., Nov. 1956. Pp. 8. 

Francuini-Stappo, V. Nota sullo sviluppo del prodotto nazionale. Giorn. d. Econ., July- 
Aug. 1956. Pp. 8. 

Genrets, F. ano Wicorns, S. Interest rates and manufacturers’ fixed investment. Am 
Econ. Rev., Mar. 1957. Pp. 14. 

Greennut, M. L. Games, capitalism and general location theory. Man. School Econ. Soc. 
Stud., Jan. 1957. Pp. 28 

Gritit, C. Economia applicata ai lavori pubblicé. U1, Il prodotto ricostituente e Vequilibrio 
nell’industria delle pubbliche costruzioni, Studi Econ., July-Dec. 1956. Pp. 23 

Girtier, M. Die Unternehmung und die Kaufkraft des Geldes. Schweiz. Zeitschr. f 
Volkswirtschaft und Stat., Dec. 1956. Pp. 16. 

Hayeta, P. D. Some reflections on the economic policy of the “General Theory.” Indian 
Jour. Econ., July 1956. Pp. 8. 

Harrop, H. F. On Lord Keynes. Indian Jour. Econ., July 1956. Pp. 2 

Heertye, A. De monopoliegraad van Lerner en de prijstheorie. De Economist, Nov. 1956. 
Pp. 14 

HorrmMann, W. G. Zur Realitdtshezogenheit wachstumstheoretischer Annahmen. Schweiz. 
Zeitschr. f. Volkswirtschaft und Stat., Dec. 1956. Pp. 17 

Krucui, K. Depreciation in Keynes’ General Theory. An accountant’s note. Osaka Econ. 
Papers, Aug. 1956. Pp. 8. 

Konic, H. Zum Problem der Tarifdiskriminierung im Eisenbahnverkehr. Zeitschr. {. die 
ges. Staatswiss., 1956, CXII (4). Pp. 9 

Korner, Grenznutzentheorie und Preisbestimmung. Schmollers Jahrb., 1957, LX XVII 
(1) Pp 46 

Krott, M. Der “Multiplikator”—anders gesehen. Zeitschr. f. Nationalokon., 1956, XVI 
(3). Pp. 14. 

Kuno, C. Zur Systematik des Wirtschaftsplans der Unternehmung. (With English sum 
mary.) Ifo-Stud., 1956, II (1). Pp. 18. 

Macuuuvup, F. Professor Hicks’ Revision of Demand Theory. (A review article.) Am. Econ 
Rev., Mar. 1957. Pp. 17. 

Maur, A. Einige Grundprobleme der Theorie der wachsenden Wirtschaft. Zeitschr, f. 
Nationalokon., 1956, XVI (3). Pp. 23. 

Morisuima, M. An analysis of the capitalist process of reproduction. Metroeconomica, 
Dec. 1956. Pp. 15. 

Neusauer, J. A. Die Loésung der Marxschen Antinomie: die Aufldsung der marzistischen 
Theorie. Zeitschr. f. Nationalokon., 1956, XVI (3). Pp. 16. 

Rose, K. Der Erkenntniswert der Wachstumsmodelle. Jahrb. f. Nationalék. und Stat., 
Feb. 1957. Pp. 16. 

ScHauMAN, H. Knut Wicksell i Finland. Ekon. Samfundets Tids., 1956, IX (4), Pp. 6 

Sopayima, S. Economic competition; real and imagined. Osaka Econ. Papers, Jan. 1957. 
Pp. 10. 
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Soumen, E. Einige Bemerkungen zur Zinstheorie. Zeitschr. f{. Nationalokon., 1956, XVI 
(3) Pp 23 

Spiker, H. Die Bestimmung der gewinnmaximalen Absatzamengenkombination der 
Mehrproduktunternehmung und ihre Reaktion auf Nachfrageverschiebungen. Zeitschr 
f. die ges. Staatswiss., 1956, CXII (4). Pp. 39. 


Stern, B. J. Some aspects of historical materialism. Sci. and Soc., Winter 1957. Pp. 18. 


Swan, T. W. Economic growth and capital accumulation. Econ. Record, Nov. 1956. Pp 

Taytor, W. L. Eighteenth century Scottish political economy: the impact on Adam Smith 
and his work, of his association with Frances Hutcheson and David Hume. So. Afr. Jour 
Econ., Dec, 1956. Pp. 16 

Werner, J. Die Bestimmungsgriinde des Handelns der Wirtschaftsverbande. Schweiz 
Zeitschr. f. Volkswirtschaft und Stat., Dec. 1956. Pp. 16 

Wittiams, N. The allocation of scarce materials between products. Applied Stat., Nov. 
1956. Pp. 11 

Wounverticu, F. Bemerkungen zur amerikanischen Produktivitat. (With English sum- 
mary.) Ifo-Stud., 1956, II (1). Pp. 12 

ZaccaGNini, E. Gradus ad Parnassum. Giorn, d. Econ., July-Aug. 1956. Pp. 35 


Economic History; Economic Development; National Economies 


Avena, ©. Interdipendenza delle forze di sviluppo economico. Livello generale e livelli 
relativi dei prezzi. Giorn. d. Econ., Sept.-Oct. 1956. Pp. 12 

Annot, E. H. D. The Union's economy—a review. So. Afr. Jour. Econ., Sept. 1956. Pp 
20 

Baciorti, ‘T. Sul finanziamento dello sviluppo economico. (With English summary.) Riv 
Internaz. di Sci. Econ. e Com., Oct. 1956. Pp. 9 

Banaour, R. P. Indian economic policy: its source and inspirations. Indian Jour. Econ, 
July 1956. Pp. 18 

Baver, H. Geplante Wirtschaftsdynamik in China und Indien. Schmollers Jahrb., 1956, 
LX XVI (6). Pp. 30 

Benrenot, R. F. Wirtschaftliche Entwicklung in Latein-Amerika. Zeitschr. f. die ges 
Staatswiss., 1956, CXII (4). Pp. 26 

Betsuaw, J. P. Social and economic revolution for the development of backward coun- 
tries. Keon. Record, Nov. 1956. Pp. 15 

Braag, G. P. The New Zealand economy, 1955-56. Econ. Record, Nov. 1956. Pp. 13. 

Brovenvant, B. An Italian contribution to the study of economic growth. Econ. Develop 
and Cult. Change, Jan. 1957. Pp. § 

Carvk, F. Le strutture regionali dell'economia italiana. Giorn. d. Econ., July-Aug. 1956 
Pp. 6 

Castro, O. La dindmica del crédito agropecuario. Moneda y Crédito, Dec, 1956. Pp. 24. 

Criapr, G. R. Iran: a TVA for the Khuzestan region. Middle East Jour., Winter 1957. Pp 
11. 

Datta, A. A note on innovations and economic progress. Indian Econ. Rev., Aug. 1956 
Pp. 8 

. The pattern of economic growth. Indian Jour. Econ., July 1956. Pp. 10 

Deane, P. The industrial revolution and economic growth: the evidence of early British 
national income estimates. Econ. Develop. and Cult. Change, Jan. 1957. Pp. 16. 

pe Scuweinitz, K., Jx. Economic growth, coercion, and freedom. World Pol., Jan. 1957. 
Pp. 27. 

Down, D. F. A comparative analysis of economic development in the American West and 
South. Jour. Econ. Hist., Dec. 1956. Pp. 17 
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Eckstein, O. Investment criteria for economic development and the theory of inter- 
temporal welfare economics. Quart. Jour. Econ., Feb. 1957. Pp. 30 

Fanno, M. Lineamenti di una teoria dell’espansione delle economie progressive. Pt. III 
(With English summary.) Econ. Internaz., Nov. 1956. Pp. 18 

Fasano, R. La pianificazione industriale in Inghilterra: i presupposti. (With English sum- 
mary.) Riv. Internaz. di Sci. Econ. e Com., Dec. 1957. Pp. 20 

FeperMAN, D. M. L’inveterata contraddizione tra le ideologie e la pratica dé governo 
americana. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., Dec. 1956. 
Pp. 16. 

Fisuer, F. J. The sixteenth and seventeenth centuries: the dark ages in English economic 
history? Economica, Feb. 1957. Pp. 17. 

Fowke, V. C. National policy and western development in North America. Discussion by 
F. G. Hill. Jour. Econ. Hist., Dec. 1956. Pp. 21 

Fusretp, D. R. Heterogony of entrepreneurial goals. Explor. Entr. Hist., Oct. 1956. Pp 
11. 

Govtnuo, V. M. Les fluctuations économiques au XV1¢™e siécle--problémes de diagnostic 
et d’interprétation. Rev. de Econ. (Portugal) Sept. 1956. Pp. 8 

Goopricn, C. American development policy. Jour. Econ. Hist., Dec. 1956. Pp. 12. 

Hoover, C. B. Soviet economic growth. For. Afiairs, Jan. 1957. Pp. 14 


Kapoor, N. Characteristics of economic development. Asian Stud., Nov. 1956. Pp 

Kemmerer, D. L. The changing pattern of American economic development. Jour. Econ 
Hist., Dec. 1956. Pp. 15. 

Kontmeyver, F. W. Northern pine lumbermen. Jour. Econ. Hist., Dec. 1956. Pp. 10. 

Macnanl, L. /taly’s achievements and experiences in depressed areas. Rev. Econ. Conditions 
in Italy, Jan. 1957. Pp. 28 


Meer, H. Die Erzeugungs- und die Geldwirtschaft der Sowjetzone Deutschlands im Jahre 
1955, dem letzten Jahre des 1. Fiinfjahrplanes. Vierteljahrshefte zur Wirtschafts- 
forschung, 1956, 2. Pp. 25 

Miyamoto, M. La decadence et l'abolition des Kabunakama. Osaka Econ. Papers, Aug 
1956. Pp. 24 

—. Le progrés et Vactivité de Vétude de l'histoire économique du Japon. 1 and II 


Osaka Econ. Papers, Aug. 1956 and Jan. 1957, Pp. 15; 14 

Nortu, D. C. International capital flows and the development of the American West. Jour 
Econ. Hist., Dec. 1956. Pp. 13. 

Oxsen, E. Argentinas pkonomiske politik under og efter Perén. Mkon. og Pol., 1956, XXX 
(3). Pp. 19 

Pat, S. Some aspects of monetary and fiscal policies for economic growth in underdevel 
oped countries. Indian Jour. Econ., July 1956. Pp. 14 

Raj, K. N. Application of investment criteria in the choice between projects. Indian Econ 
Rev., Aug. 1956. Pp. 18 

Rererson, R. L. Observaciones sobre la economia de los Estados Unidos. Moneda y 
Crédito, Dec. 1956. Pp. 14 

Rowan, D. C. The Australian economy, September, 1956. Econ. Record, Nov. 1956. Pp 

Rytrer, A. L. Om betingelserne for ekspansion af dansk industri. Nationalyk. Tids., 1956, 
XCIV (5-6). Pp. 19. 

Sakupo, Y. Monetary system in feudal Japan. Osaka Econ. Papers, Aug. 1956 Pp. 25. 

Saxena, S. B. The role of cottage and small scale industries in economic development 
Econ. Papers, Sept. 1956. Pp. 28. 

Scuatz, S. P. A dual-economy model of an underdeveloped country. Soc. Research, Winter 
1956. Pp. 14 
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Scuwertzer, A. Der ursprungliche Vierjahresplan. Jahrb. f. Nationalék. und Stat., Feb 
1957. Pp. 49 

Srmonen, A. Finanspolitiken och den ekonomisha politiken i dagens lage. Ekon. Samfundets 
Tids., 1956, IX (4). Pp. 9. 

Sinna, M. R. Development planning in Asian countries. Asian Stud., Nov. 1956. Pp. 8. 

Spence, C. C. When the pound sterling went West. Jour. Econ. Hist., Dec. 1956. Pp. 11. 

Smirn, W. L. Monetary-fiscal policy and economic growth. Quart. Jour. Econ., Feb. 
1957. Pp. 20 

Tax, S. Changing consumption in Indian Guatemala. Econ. Develop. and Cult. Change, 
Jan. 1957. Pp. 12. 


Tuomreson, J. W. The genesis of the Great Northern’s Mesabi ore traffic. Jour. Econ 
Hist., Dec. 1956. Pp. 7. 


Turockmorton, A. L. The role of the merchant on the Oregon frontier. Jour. Econ. 
Hist., Dec. 1956. Pp. 12. 


Tuweatt, W. O. Economic growth and distribution in the Middle East. Am. Jour. Econ 
Soc., Jan. 1957. Pp. 14 

Tyson, G. India’s Second Plan: needs and opportunities. Westminster Bank Rev., Nov 
i956. Pp. 4 

VainyANATHAN, A. A survey of the literature on “investment criteria” for the development 
of underdeveloped countries. Indian Econ, Jour., Oct. 1956. Pp. 23. 

VAN peR Kroev, J. M. Social structure and economic development in Indonesia. Soc. Re- 
search, Winter 1956. Pp. 25. 

VAN Kiavergen, J. Die Wikingersiige in iher Bedeutung fiir die Belebung der Geldwirtschaft 
im friihen Mittelalter. Jahrb. {. Nationalék. und Stat., Feb. 1957. Pp. 19 

Wickuam, S. La centralisation industrielle et l'expérience stalinienne. Rev. Econ., Jan. 
1957. Pp. 23 

Wintuer, O. O. Promoting the American West in England, 1865-1890. Jour. Econ. Hist., 
Dec. 1956. Pp. 8. 

Wout, R. R. Three generations of business enterprise in a midwestern city. Jour. Econ. 
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industries. Quart. Jour. Econ., Feb. 1957. Pp. 16 

Diversification and the public interest: administrative responsibility of the FCC. Yale Law 
Jour., Jan. 1957. Pp. 32 

Local public transportation in New England. (Report of New England Governor's Com- 

mittee on Public Transportation.) Boston Univ. Bus. Rev., Fall 1956. Pp. 7 
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Land Economics; Agricultural Economics; 
Economic Geography; Housing 


Barton, T. F. Twenty-five years’ use of the 9-foot Ohio River channel. Econ. Geog., Jan. 
1957. Pp. 9. 
Beixa, M. Structure of industrial districts in Japan—the cases of Tokyo, Osaka and Na- 
goya. Kobe Econ. & Bus. Rev., 1956, 3. Pp. 28 
Bennett, A. J. United States agricultural surpluses and exports. Quart. Rev. Agric. Econ., 
Oct. 1956. Pp. 4. 
Bo.tens, J. C., Zimmerman, F. L. and others. Seeking solutions of the metropolitan prob- 
lem. State Govt., Nov. 1956. Pp. 19. 
Criark, C. Britain’s dependence upon agricultural imports. Westminster Bank Rev., Nov 
1956. Pp. 2. 
Corsino, E. Situazione e linee di sviluppo dell’agricoltura italiana. (With English sum- 
mary.) Risparmio, Oct. 1956. Pp. 20. 
Dune, S. C. Some problems of communication in rural economic development. Econ. De- 
velop. and Cult. Change, Jan. 1957. Pp. 18 
Geertz, C. Capital-intensive agriculture in peasant society: a case study. Soc. Research, 
Winter 1956. Pp. 17. 
Guette, T. L. Effects of Negro invasion on real estate values. Am. Jour. Econ. Soc., Jan. 
1957. Pp. 12 
Haime, V. Kantohinnan muodostumisen teoriaa. (With English summary.) Kansantalou- 
dellinen Aikakauskirja, 1956, IV. Pp. 12 
Howenstine, E. J. Appraising the role of housing in economic development. Internat. Lab 
Rev., Jan. 1957. Pp. 13 
JaaTINEN, S. AND Mean, W. R. The intensification of Finnish farming. Econ. Geog., Jan. 
1957. Pp. 10 
Jounston, W. B. ano Crkvencid, I. Examples of changing peasant agriculture in Croatia, 
Yugoslavia. Econ. Geog., Jan. 1957. Pp. 22. 
Jones, W. O. Manioc: an example of innovation in African economies. Econ. Develop. and 
Cult. Change, Jan. 1957. Pp. 19. 
KHAMBADKONE, M. V. Agrarian reforms and capital formation. Asian Stud., Nov. 1956 
Pp.7 
Nosie, T. A. F. An experiment in foodgrain procurement: a case study in planning in an 
underdeveloped area. Econ. Develop. and Cult. Change, Jan. 1957. Pp. 11. 
Rovcers, A. Some aspects of industrial diversification in the United States. Econ. Geog., 
Jan. 1957. Pp. 15 
SrurMan, M. Net farm income, 1950-51 to 1954-55. Quart. Rev. Agric. Econ., Oct. 1956. 
Pp. 4 
Tuomas, B, E, Railways and ports in French West Africa. Econ. Geog., Jan. 1957. Pp. 15. 
Tuorner, D. India’s agrarian revolution by census redefinition. Indian Econ. Rev., Aug 
1956 Pp 21 
Trivretaar, M. A, De overheidszorg voor de Amerikaanse landbouw. De Economist, Jan. 
1957 Pp 16 
Vaciiert, L, V. Storia del petrolio di Persia. Comunita Internaz., Oct. 1956. Pp. 25 
VaLarcHe, J. Systémes économiques et structures agricoles. Schweiz. Zeitschr. f. Volkswirt- 
schaft und Stat., Dec, 1956. Pp. 11. 
Wa.ipvtn, G. En oversigt over de svenske skovindustrier. Mkon. og Pol., 1956, XXX (3). 
Pp. 19. 
Farm loans to finance intermediate-term investments. Fed. Res. Bull., Jan. 1957. Pp. 9. 
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Labor Economics 


Apvoicks, I. S. A survey of American labor in 1956. Mo, Lab. Rev., Feb. 1957. Pp. 7. 

AcrawaL, S. R. Trade unionism in India—a critical assessment of the present position 
Indian Econ. Jour., Oct. 1956. 

BacKMAN, J. Why wages are lower in retailing. So. Econ. Jour., Jan. 1957. Pp. 11. 

Barker, R. S. Work injuries in the United States, 1955. Mo. Lab. Rev., Jan. 1957. Pp. 5 

Barkin, S. The bench-mark approach to production standards. Indus. Lab. Rel. Rev., Jan 
1957. Pp. 15. 

Beck, J. W. Alternative measures of labor’s share. So. Econ. Jour., Jan. 1957. Pp. 10. 

Biweau, P. The status of travelling salesmen. Internat. Lab. Rev., Dec. 1956. Pp. 16. 

Biocu, J. W. anv Pratt, R. Layoff, recall, and work-sharing procedures. U1. Mo. Lab 
Rev., Feb. 1957. Pp. 9. 

Bresciani-Turroni, C. Working of the sliding scale applied to wages in Italy. Rev. Econ 
Conditions in Italy, Nov. 1956. Pp. 29 

Brooks, G. W. Observations on the changing nature of American unions. Mo, Lab. Rev., 
Feb. 1957. Pp. 4 

Brown, D. V. ann Myurs, C. A. Management’s attitudes toward employees and unions. 
Mo. Lab. Rev., Feb. 1957. Pp. 4 

Brown, E. C. The Soviet labor market. Indus. Lab. Rel. Rev., Jan. 1957. Pp. 22. 

Coates, C. H. anno Perrecrin, R. J. Executives and supervisors: a situational theory of 
differential occupational mobility. Soc. Forces, Dec. 1956. Pp. 5. 

Conany, H. P. Employment and age in union contracts. Mo. Lab. Rev., Dec. 1956. Pp. 7 

CouEN, S. Conservatism, radicalism and unionism. Am. Jour. Econ. Soc., Jan. 1957. Pp. 16 

Craic, P. G. anp ScHLENDER, W. E. Some relationships between GAW and seniority. Jour. 
Bus. Univ. Chicago, Jan. 1957. Pp. 11. 

Davucuerty, C. R. Import of the AFL-CIO merger for management. (Excerpted.) Mo 
Lab. Rev., Dec. 1956. Pp. 3. 

Davin, L. M. ann Heim, D. L. Deferred wage increases in 1957 and wage escalator clauses 
Mo. Lab. Rev., Jan. 1957. Pp. 3. 

pe Jocas, Y. AND Rocnuer, G. Inter-generation occupational mobility in the Province of 
Quebec. Can. Jour. Econ. Pol. Sci., Feb. 1957. Pp. 12. 

Duntop, J. T. Structural changes in the American labor movement. Mo. Lab. Rev., Feb 
1957. Pp. 5. 

Duranp, P. The evolution of industrial relations law in France since the Liberation. Inter 
nat. Lab. Rev., Dec. 1956. Pp. 26 

Eris, F. R. The economics of shift working. Jour. Indus. Econ., Nov. 1956. Pp. 12 

ForNnanpeRr, O. ve R. The achievement and significance of industrial regulation in Australia 
Internat. Lab. Rev., Feb. 1957. Pp. 15 

Gitson, T. Q. ano Lercowitz, M. J. A plant-wide productivity bonus in a small factery: 
study of an unsuccessful case. Indus. Lab. Rel. Rev., Jan. 1957. Pp. 13. 

Hartoc, F. Wirtschaftliche Probleme der Arbeitszeitverkiirzung. Zeitschr. f. die ges. Staat 
swiss., 1956, CXII (4). Pp. 14 

Hazarp, L. What economists don’t know about wages. Harvard Bus. Rev., Jan-Feb. 1957 
Pp. 9. 

Hente, P. Labor’s contribution under the Employment Act. Mo. Lab. Rev., Feb. 1957 
Pp. 2. 

Horvitz, P. The investment policies of labor unions. Boston Univ. Bus. Rev., Fall 1956 
Pp. 6 

Jowes, D. L. The enigma of the Clayton Act. Indus. Lab. Rel. Rev., Jan. 1957. Pp. 21. 
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KnowLes, W. H. Trade unionism in the British West Indies. Mo. Lab. Rev., Dec. 1956. 
Pp 7 

Mauer, J. E. The interpretation of wage data. Jour. Bus. Univ. Chicago, Jan. 1957. Pp. 6 

Mark, J. A. Measurement of job performance and age. Mo. Lab. Rev., Dec. 1956. Pp. 5 

McConne.t, B. State labor legislation in 1956. Mo. Lab. Rev., Jan. 1957. Pp. 4. 

Menvetsoun, A. I. Enforceability of arbitration agreements under Taft-Hartley section 
101. Yale Law Jour., Dec. 1956. Pp. 37. 

Meragirivio, L. S. Regulation of union elections in Australia. Indus. Lab. Rel. Rev., Jan 
1957. Pp. 18 

Montacue, J. T. International unions and the Canadian trade union movement. Can. Jour. 
Econ, Pol. Sci., Feb. 1957. Pp. 14 

Mornrissty, L. E. Dispute over the variable annuity. Harvard Bus. Rev., Jan.-Feb. 1957. 
Pp. 10 

Morrow, J. J. American Negroes—a wasted resource. Harvard Bus. Rev., Jan.-Feb. 1957. 
Pp. 10 

Owen, C. F. Cost factors in the integration of company unemployment benefits and un- 
employment insurance. Jour. Bus. Univ. Chicago, Jan. 1957. Pp. 10 

Per Kkonen, L. Johtajuus tydpaikalla. (With English summary.) Liiketaloudellinen Aikaka- 
uskirja, 1956, IV (5). Pp. 18 

Piatt, R. Layoff, recall, and work-sharing procedures. Pt. 1. Mo. Lab. Rev., Dec. 1956 
Pp. 9. 

Piease, S. Structural unemployment and government policy. Internat. Lab. Rev., Feb 
1957, Pp. 18 

Seitz, P. Management's adoption of new labor relations methods. Mo. Lab. Rev., Feb 
1957. Pp. 2 

Suvenman, A. Economic rationale of codetermination. Indus. Lab. Rel. Rev., Jan. 1957. 
Pp. 14 

Sreucinc, H. Die Ordnung der Berufe nach der Arbeitsschwere als systematische Aufgabe 
Schmollers Jahrb., 1957, LX XVII (1). Pp. 10 

Stewart, C. D. Social implications of technological progress. (Excerpted.) Mo. Lab. Rev, 
Dec. 1956. Pp. 4 

Srkauss, G. Business agents in the building trades; a case study in a community. Indus 
Lab. Rel. Rev., Jan. 1957. Pp. 15 

Tuerovore, R. Layoff, recall, and work-sharing procedures—Pt. IU. Mo. Lab. Rev., Jan 
1957. Pp. 7 

Vem, C. Medical and psychological aspects of modern industry. Internat. Lab. Rev., Jan 
1957. Pp. 20 

Waker, J. F. Occupational wage relationships in 17 labor markets, 1955-56. Mo. Lab. 
Rev., Dec. 1956. Pp. 8 

WATERMAN, G. Adjustment to localized unemployment. Am. Econ. Sec., Nov.-Dec. 1956 
Pp. 15 

Financial experience in unemployment insurance in fiscal year 1956. Lab. Mark. and Empl 
Sec., Nov. 1956. Pp. 9 

Guaranteed weekly wage arrangements. Ministry of Lab. Gazette, Nov. 1956. Pp. 41 

Labor law for practitioners. Lab. Law. Jour., Jan. 1957. Pp. 10 

Labor market problems of the older worker. Lab. Mark. and Empl. Sec., Dec. 1956. Pp. 7 


Major agreement expirations or reopenings in 1957, Mo. Lab. Rev., Jan. 1957. Pp. 13 

The older worker—-I1: Saks, J. 1., Status in the labor market; Staner, A., Job problems 
and their solution; Rowe, E. K., Insurance and pension plans. Mo. Lab. Rev., Jan. 1957. 
Pp. 22 

Progress and problems in industrial safety. Mo. Lab. Rev., Dec. 1956. Pp. 11. 
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Rural-urban employment relationship. Internat. Lab. Rev., Dec. 1956. Pp. 8 
The Sixth Conference of American States Members of the International Labour Organisa- 
tion. Internat. Lab. Rev., Dec. 1956. Pp. 11. 


Population; Welfare Programs; Standards of Living 


Campse tt, I. Co-ordination of rehabilitation services in Canada. Internat. Lab, Rev., Jan 
1957. Pp. 19 

ENKE, S. Speculations on population growth and economic development. Quart. Jour. Econ., 
Feb. 1957. Pp. 17. 

HANDLIN, O. ano M. F. Ethnic factors in social mobility. Explor. Entr. Hist., Oct. 1956 
Pp. 7 

Hevvemer, K. F. The Vital Revolution reconsidered. Can. Jour. Econ. Pol. Sci., Feb. 1957 
Pp 9 

Henripin, J. From acceptance of nature to control. Can. Jour. Econ. Pol. Sci., Feb, 1957. 
Pp. 10 

Musukin, S. anv Bootn, P. Financing of unemployment, cash sickness and workmen's 
compensation insurance. Nat. Tax Jour., Sept. 1956. Pp. 29. 

Scuutz, T. A “human needs” diet: autumn 1956. Bull. Oxford Univ. Inst. Stat., Nov. 
1956. Pp. 3 

Somers, H. M. ano Somers, A. R. Trends and current issues in social insurance. Mo, Lab 
Rev., Feb. 1957. Pp. 4. 

VON UNGERN-STERNBERG, R. Die Bevodlkerungsverhdltnisse in Westeuropa und in ausser 
euro paischen Lindern. Zeitschr. f. die ges. Staatswiss., 1956, CXII (4). Pp. 20 

Post-war migration problems in Japan. Internat. Lab. Rev., Jan. 1957. Pp. 15. 

Post-war studies of family expendiiures. Internat. Lab. Rev., Dec. 1956, Pp. 24 


Related Disciplines 


SILBERMAN, C. AND Parker, S. Le funzioni dell’economista e della scienza economica mo- 
derna. (With English summary.) Mondo Aperto, Oct. 1956. Pp. 6. 
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NOTES 


A nominating committee consisting of George H. Hildebrand, Raymond F. Mikesell, Paul 
M. Sweezy, George W. Terborgh, Ralph A. Young, and Eveline M. Burns, chairman, has 
submitted the following slate of nominees for 1958 officers of the American Economic 
Association 

President: George W. Stocking, Vanderbilt University 

Vice President: 

Martin Bronfenbrenner, Michigan State University 
Seymour E. Harris, Harvard University 
Richard A. Lester, Princeton University 
George J. Stigler, Columbia University 

Executive Committee: 

Mabel F. Timlin, University of Saskatchewan 

James Tobin, Yale University 

A. G. Papandreou, University of California 

Dale Yoder, University of Minnesota 
Representative of Social Science Research Council: 

R. A. Gordon, University of California 

The annual meeting of the Association will be held at the Hotel Sheraton, Philadelphia, 
Pennsylvania, December 28-30, 1957. The co-chairmen of the Committee on Local Arrange- 
ments are Karl R. Bopp and Clay J. Anderson, Federal Reserve Bank, Philadelphia. 


PUBLICATIONS 


The Department of Applied Economics and Commerce, Patna University, Patna 5, 
India, is publishing an economic journal entitled The Economic Papers. The first number 
appeared in June 1956. 


The first issue of a quarterly journal entitled Victorian Studies will be published in the 
fall of 1957 at Indiana University under the editorship of Philip Appleman, William Mad 
den, and Michael Wolff. The journal, designed to examine Victorian culture, will include 
articles in the humanities, arts, and sciences, also book reviews and an annual Victorian 
Bibliography. Subscriptions will be $5.00 a year, or 35s in England. All communications 
and manuscripts should be addressed to The Editors, Victorian Studies, Indiana University, 
Bloomington, Indiana. 


Deaths 


J. Russell Boner, September 25, 1956 

C. K. Brown, professor of economics at Davidson College, January 1, 1957 

Douglas S. Brown, November 7, 1956 

Joseph W. Charlton, professor of economics and business at Grinnell College, January 
31, 1957. 

Mervyn Crobaugh, associate professor of economics at the University of New Mexico, 
January 18, 1957 

Willard E. Hotchkiss, September 18, 1956 

C. Clifford Huntington, who had served the Ohio State University since 1914, as chair 
man of the department of geography from 1921-34, and as professor up to his retirement 
in 1943, died November 29, 1956 
Duncan ©. Hyde, professor of economics at the University of Virginia, February 26, 1957 
Erik T. H. Kjelistrom, November 7, 1956. 
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William M. Leiserson, February 12, 1957. 

Alfred McCormack, July 11, 1956 

James E. Moffat, professor emeritus of Indiana University, January 9, 1957. 
Myron Rosenfield, October 1955 

Bryce M. Stewart, November 12, 1956. 


Erratum 


The name of Guy-Harold Smith mistakenly appeared in the list of death notices pub 
lished in the March 1957 number of the Review. This is a regrettable error for which 
apology is due Professor Smith 


Appointments and Resignations 


Myer Alpert has been named assistant director of operations research and acting director 
of the operations research department of Slick Airways, Inc 

Leonard H. Axe, dean of the School of Business at the University of Kansas, has re 
signed to accept the presidency of Kansas State Teachers College 

Michael J. Brennan has been promoted to assistant professor of economics at Brown 
University 

William N. Breswick, senior economist, has been transferred from the Phoenix office to 
the headquarters office of Stanford Research Institute in Menlo Park, California. 

Martin Bronfenbrenner has accepted an appointment of professor of economics at Michi 
gan State University effective September 1957 

Yale Brozen has been appointed professor of business economics in the School of Business, 
University of Chicago, effective October 1957. 

Sol Buchalter, formerly of the City College of New York, has been appointed assistant 
professor of business administration at Los Angeles State College 

Arthur F. Burns has returned to Columbia University after serving for four years as 
chairman of the Council of Economic Advisers. 

Richard E. Caves, of Harvard University, has been appointed acting assistant professor 
of economics for 1957-58 at the University of California, Berkeley. 

Ken Yoo Chiang, formerly of the RAND Corporation, has joined the department of 
economics of the University of Massachusetts 

Gordon C. Church has been appointed instructor in economics at the University of 
Saskatchewan for the year 1957-58. 

Carlo M. Cipolla, of the University of Venice, Italy, will be visiting professor of eco 
nomics in the department of economics, University of California, Berkeley, for the academic 
year 1957-58. 

John M. Clark is retiring from Columbia University this year. 

Paul G. Clark has been granted leave from Williams College to work at the RAND 
Corporation, Santa Monica, California. 

Bernard Clyman has resigned from the University of Rhode Island to become director of 
research, Space Utilization Analysis, Inc., a division of Michael Saphier Associates, Inc., 
New York 

Sanford Cohen, of Western Reserve University, has accepted an appointment as associate 
professor of economics at Butler University. 

Donald R. G. Cowan, of the University of Michigan, is directing a study of the growth 
and capital needs of the steel industry for the Brookings Institution. 

Howard A. Cutler has been promoted to professor of economics at the Pennsylvania 
State University 

John A. Davis has resigned from the University of Alabama to accept an appointment as 
associate professor of economics at Mississippi State College, effective September 1957 
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John C. Dawson has accepted an appointment as assistant professor of economics and 
business at Grinnell College 


Sergei Dobrovolsky has been on leave from Wayne State University to be visiting pro- 
fessor of economics at Rensselaer Polytechnic Institute in the spring semester. 

William J. Donald has returned to this country after fifteen months’ service as consultant 
to commercial and industrial associations in Lebanon and Turkey for the International Co- 
operation Administration. 

Douglas F. Dowd has been promoted to associate professor of economics at Cornell Uni 
versity 

Clara Eliot has been promoted from assistant professor to associate professor of eco 
nomics at Barnard College 

P. T. Ellsworth has been granted leave from the University of Wisconsin to serve as 
chief of an International Bank Mission to Thailand 

Howard L. Englander has resigned from the Wharton School, University of Pennsylvania 

Lionel Epstein has been instructor in economics at Boston University since September 
1956 

Charles E. Ferguson has been appointed assistant professor of economics at Duke Uni 
versity, effective in the fall 1957. 

W. J. Foreman is in India on contract with the University of Illinois—International Co 
operation Administration program. His assignment is to assist college-level institutions to 
develop research, teaching, and extension programs in farm management. 

Lawrence FE. Fouraker has been promoted to associate professor of economics at the 
Pennsylvania State University. 

Cedric W. Fricke has been appointed instructor in economics in Wayne State University 

Erich Gansmuller has been instructor in marketing in the Wharton School, University of 
Pennsylvania, in the spring term 

Siegfried Garbuny, of the Department of State, during his recent stay in Germany was 
awarded the degree of Doctor of Economics by the University of Freiburg. While there he 
also lectured under the auspices of the American Houses in Frankfurt a.M. and Freiburg 

Gerald J. Glasser has been promoted to assistant professor of economics in the School of 
Commerce, Accounts, & Finance, New York University 

Frank H. Golay has been promoted to associate professor of economics at Cornell Uni 
versity 

Michael Gort has been appointed associate professor of finance in the School of Business, 
University of Chicago 

John I. Griffen has been promoted from assistant professor to associate professor at the 
City College, New York 

James K. Hall, of the University of Washington, is head of a special tax mission to 
Korea for the U.S. Department of State and Treasury. 

Lloyd C. Halvorsen has resigned from the National Grange to accept a position with 
the U.S. Departmeni of Agriculture in Washington, D. C. 

Albert G. Hart has been appointed to a research professorship in economics for 
1957-58, initiated under a grant to Columbia University from the Ford Foundation. 

Milton S, Heath, of the University of North Carolina, was elected president of the 
Southern Economic Association at its annual meeting in November 1956. 

William G. Heuson is associate professor of finance at the University of Miami. 

Forest Hill, of the University of California, Berkeley, has been appointed to the faculty 
of the School of Business Administration of the University of Buffalo as associate professor. 

Robert E. Hill has resigned from the University of Alabama to accept an appointment 
as assistant professor of economics at the University of Illinois. 


Henry Hodges, formerly of the University of Florida, is now professor of management 
at the University of Miami. 
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William C. Hoekendorf, of the University of Washington, is now instructor in economics 
at Montana State University. 

Robert W. Horton has been instructor in finance in the Wharton School, University 
of Pennsylvania, in the spring term. 

William R. Hoskins has been appointed faculty lecturer in accounting in the School 
of Business, Indiana University. 

Boris Ischboldin, of Saint Louis University, will be visiting professor of economics at 
the University of Cologne this summer. 

Henry R. Jaenicke has been instructor in economics in the Wharton School, University 
of Pennsylvania, in the spring term. 

Mrs. Dell B. Johannesen has been lecturer in economics at the University of North 
Carolina in the spring semester. 

Mark L. Kahn has been promoted from assistant professor to associate professor of 
economics in Wayne State University. 

Jacob J. Kaufman has been appointed associate professor of economics at Pennsylvania 
State University. 

John J. Klein has been appointed assistant professor of economics in the School of 
Business, Oklahoma A. and M. College. 

Allen V. Kneese has accepted an appointment as assistant professor of economics at the 
University of New Mexico. 

FE. R. Kuchel has been promoted from assistant professor to associate professor of eco- 
nomics at the University of Wyoming. He has also been named head of the department of 
economics, sociology, anthropology, and geography, succeeding Ralph FE. Conwell 

Ernst W. Kuhn has been promoted from assistant professor to professor of economics at 
the University of Wyoming. 

L. John Kutish, formerly agricultural economist with the Federal Reserve Bank of 
Chicago, has accepted an appointment as associate professor of economics at Marquette 
University. 

Samuel Laimon has been appointed instructor in accounting in the School of Business, 
University of Chicago 

David S. Landes will be on leave of absence from Columbia University in 1957-58 to be 
at the Center for Advanced Study in the Behavioral Sciences, Stanford, California. 

Robert D. Leiter has been promoted from assistant professor to associate professor at the 
City College, New York. 

Charles Lininger joined the staff of the Survey Research Center, Institute for Social Re- 
search, University of Michigan in July 1956. 

Félix Diaz Lopez has been named assistant director of the Office of Economic and 
Financial Research, Department of the Treasury of the Commonwealth of Puerto Rico 

Edward O. Lutz has been promoted to assistant professor of economics at Brooklyn 
College 

Will Lyons has been appointed assistant professor of economics at Haverford College 

William H. Martin has been appointed associate professor of economics at the Penn 
sylvania State University. 

Daniel Marx, Jr., has been on leave from Dartmouth College in the past year to serve 
as a member of the senior staff of the President’s Council of Economic Advisers. 

Will E. Mason has been appointed associate professor of economics at the Pennsylvania 
State University 

Henry S. Miller has been promoted to professor of economics at Queens College 

John R. Moore has been promoted to associate professor of economics at the University 
of Tennessee 


Archie J. Nichols has been appointed associate professor of insurance at Butler University 
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John H. Nixon has been appointed director of the Division of Economic Development 
of the New York State Department of Commerce 

John L. O’Donnell has resigned from the University of Notre Dame to accept an ap- 
pointment as assistant professor of general business in the School of Business, Michigan 
State University. 

James E. Parks, formerly of Harvard University, has joined the staff of Purdue Uni- 
versity as associate professor of industrial management and transportation. 

Frances Perkins, formerly Secretary of Labor, is visiting professor in the New York State 
School of Industrial and Labor Relations, Cornell University. 

Boris P. Pesek has been appointed assistant professor in the department of economics 
of Michigan State University effective September 1957. 

Chester A. Phillips, professor emeritus of the University of lowa, has been visiting pro- 
fessor of economics at the University of Illinois this past semester. 

Clinton A. Phillips has been promoted to associate professor of economics at the Uni- 
versity of Tennessee. 

Alfred Pierce, of Chatham College, has been appointed assistant professor of economics 
at Lafayette College effective September 1957. 

Harold Pilvin has joined the secretariat of the United Nations in New York. 

Jerry B. Poe, formerly of Washington University, is now instructor in the College of 
Business Administration, University of Arkansas 

John Power has been granted leave from Williams College to be a Brookings National 
Research professor in 1957-58. 

Jerome Prevette has been instructor in marketing in the Wharton School, University of 
Pennsylvania, in the spring term. 

Robert Rauner has resigned from Trinity College to accept a position with the RAND 
Corporation 

John H. Reedy, currently on leave at the Cal-Tex Oil Company, has been promoted to 
associate professor of economics at the Pennsylvania State University 

Jesse E. Roach has resigned from the Council for Economics and Industry Research, Inc 
to accept an assignment as chief economic-political affairs analyst with the Department 
of Army in Korea 

David F. Ross has been appointed associate professor of economics at Florida State Uni 
versity. 

Albert E. Safarian has been appointed associate professor of economics at the Uni- 
versity of Saskatchewan 

Arthur W. Saltzman has been appointed instructor in economics at Wayne State Uni- 
versity 

Joseph A. Salvia, Jr., has been instructor in finance in the spring term at the Wharton 
School, University of Pennsylvania 

Raymond J. Saulnier has been given extended leave from Columbia University to serve as 
chairman of the Council of Economic Advisers. 

Robert Schrage, formerly with the Ferro Corporation, has joined the Stouffer Corporation 
of Cleveland, Ohio, as manager of market research for the Frozen Foods Division 

Richard E. Shannon, formerly of Michigan State University, has been appointed assistant 
professor of economics at Montana State University. 

Geoffrey Shepherd, on leave from Iowa State College for six months, is in Rangoon, 
Burma, acting as adviser in the setting up of a rice price analysis and market research 
unit in the State Agricultural Marketing Board 

William D. Shipman has been appointed instructor in economics at Bowdoin College 

A. Howard Smith, formerly with Robbins and Myers, Inc., is now manager of the 
Commercial Research Department of the Jeffrey Manufacturing Company in Columbus, 
Obio. 


ay 
: { 


NOTES 527 


Boris M, Stanfield is retiring from Columbia University as of the end of the current 
academic year. 

George J. Stigler, of Columbia University, will be at the Center for Advanced Study 
in the Behavioral Sciences, Stanford, California, in 1957-58 

Jacob A. Stockfisch has resigned from the University of Wisconsin to accept a posi- 
tion with the RAND Corporation, Santa Monica, California. 

James H. Street is on leave from Rutgers University for a year to give a series of 
lectures on economic development in Argentina under the State Department International 
Educational Exchange Program 

H. Lee Sturgeon has resigned from the University of Kansas to accept a position with 
Arthur Andersen & Co. 

Herman M. Sturm has been appointed director of the marketing division of the 
American Weekly 

James R. Surface, formerly of the Harvard Graduate School of Business, has been ap- 
pointed dean of the School of Business of the University of Kansas. 

Eugene L. Swearingen has been promoted from associate professor to professor of 
economics and dean of the School of Business, Oklahoma A. and M. College 

Joseph Taffet has been promoted from instructor to assistant professor of economics 
at the City College. 

Philip S. Thomas has accepted an appointment as assistant professor of economics and 
business at Grinnell College. 

Raymond D. Thomas, professor of economics and dean of the School of Business, is 
retiring as dean of the School of Business, Oklahoma A. and M. College. 

Benjamin Thorn has been appointed instructor in business statistics and accounting at 
the University of Miami. 

Daniel Thorner, formerly of the University of Pennsylvania, is serving as a consultant 


with the National Council of Applied Economic Research, Chanakyapuri, New Delhi, 
India. 


John Y. D. Tse has been appointed associate professor of industrial management at 
Purdue University. 

Felipe S. Viscasillas has been appointed director of the Office of Economic and Financial 
Research, Department of the Treasury of the Commonwealth of Puerto Rico. 

Robert F. Voertman has accepted an appointment as assistant professor of economics 
and business at Grinnell College. 

Edward L. Wallace has been appointed professor of accounting in the School of Business, 
University of Chicago, effective September 1957 

Murray L. Weidenbaum has resigned from the Bureau of the Budget to accept a posi- 
tion as senior operations analyst for the General Dynamics Corporation, Convair Division, 
Fort Worth, Texas 

John P. Wernette has been elected to the board of directors of the Ohio Citizens Trust 
Company and will serve as economic consultant to the bank. 

Robert Wessel has been promoted to associate professor of economics at the University 
of Cincinnati. 

Robert R. Williams, Jr., has been lecturer in finance in the Wharton School, University 
of Pennsylvania, in the spring term 

Edwin E. Witte has been appointed visiting distinguished professor in the economics 
department and Labor and Industrial Relations Center at Michigan State University 
effective September 1957 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics: Instructor or assistant professor in economics. Co-educational Catholic 
college desires M.A. in economics. Salary $4,500 to $5,500 per year. Successful 
applicant will teach only economics courses. Opportunity to work for Ph.D. locally. 
New campus. Opportunity to become chairman of the department when quali- 
fied. Address inquiries to: Frank L. Luken, Vice-President, Villa Madonna College, 
Covington, Kentucky. 


Editor, college textbooks: New York publisher seeks young man to assume editorial 
responsibility for college textbooks in the social sciences. Should be familiar with 
liberal arts curriculum and should have had some rience in organizing material 
(not necessarily textbooks) for publication. Copy- edit ting and proofreading not re- 
quired. Salary depends upon qualifications; excellent opportunity for rapid advance- 
ment. P185 


Economics and statistics: The Air Force Institute of Technology, located at Wright- 
Patterson Air Force Base, Dayton, Ohio, has an opening for a teacher of economics 
and statistics, work to begin not later than September, 1957, but may begin sooner 
if applicant should so desire. The position will carry a civil service rating of GS-11 
or GS-12, depending upon the qualifications of the applicant. The beginning salary 
for GS-11 is $6,390; and for GS-12 is $7,570. Applicants should have a Ph.D. degree 
in economics or in statistics, have mathematics through integral calculus, and be 
qualified to teach advanced courses in his specialty and intermediate courses in the 
other area. Successful teaching experience is also desirable. The teaching load will 
be light but it is expected that considerable time will be devoted to research in order 
that courses taught may have the greatest possible applicability to the needs of our 
students. Duties extend over the entire twelve months Bue one quarter of each year is 
usually devoted to study and research. Application should be addressed to Dr. James 
Roy Jackson, Dean, School of Business, Air Force Institute of Technology, Wright- 
Patterson AFB, Ohio. 


Business administration: Professor wanted for fall, 1957, in private metropolitan 
university in the Middle West. Must have Ph.D. Salary and rank depend on previous 
experience, publication, etc. Full-time salary can be supplemented by summer teach- 
ing. Opportunity exists for consulting work in the community. P192 


Economist: To do research and consultant work for the Office of Economic and 
Financial Research, Department of the Treasury, San Juan, Puerto Rico, on the 
basis of a one-year contract, renewable. M.A. degree in economics required ; specializa- 
tion in public finance desirable. No previous experience required. Annual salary 
$5,100.00 plus travel expenses to and from Puerto Rico. Persons interested please 
write to the Director of the cited ofhce, P.O. Box 4515, San Juan, Puerto Rico 


Accounting: Christian liberal arts college in Pennsylvania desires candidate with a 
master's degree to teach accounting and a course in economics or business administra- 
tion. Experience not required. Salary and rank depend upon training and experience. 

P194 
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Economics and business administration: Christian liberal arts college in Pennsylvania 
desires candidate with a master’s or Ph.D. degree to teach courses in economics, 
statistics, money and banking, corporate finance, investments, and business manage- 
ment, or a combination of courses in economics and business administration, Salary 
and rank depend upon training and experience P195 


Economic research: Large, diversified manufacturing firm, with a strong interest in 
economic and social research, seeks a man skilled in input-output analysis, model- 
building, and statistical method, and with a wide ranging interest in economic 
realities. Should have Ph.D., research experience, publications, and an inventive 
turn of mind. To conduct original research in economics, as related to the social 
context. Salary, working conditions, and position in the company are adequate to 
attract a ‘senior’ man. Location is in New York City. 


Director of research: A prominent Midwestern university is seeking a highly quali- 
fied man to fill the position of director of research in a newly organized interdisci 
plinary program in transportation. He will be responsible for over-all direction of a 
long-range program of basic research in the field, and the planning and programming 
of specific, limited projects relating to transportation problems. The program may 
draw upon a combination of academic disciplines, depending on the nature of the 
project. These areas include economics, geography, sociology, political science, engi- 
neering, business, and law. Staff and facilities of more than one university—in some 
cases several—will be drawn upon for some projects. The director should be familiar 
with modern analytical techniques in economics and have a working knowledge 
of transportation technologies. He will be largely responsible for the employment 
of a growing research staff and the selection of personnel for particular projects 
The salary is open to negotiation, but will range from $15,000 to $18,000. Benefits 
and privileges will be those appertaining to faculty rank in the university. Applica 
tions should include qualifications, academic background, and experience. P197 


Economists Available for Positions 


Corporation economics, marketing and public relations: Man, 45, married; B.S., M.S., 
Ph.D., fellowships, scholarship and summa cum laude, honor societies. Now econo- 
mist for national company; experience also includes full professorship, research 
director, marketing and advertising head, naval officer. Desires teaching and research 
position in university. £594 


Economic, business, and insurance bistory: Man, 37; Ph.D., New York University. 
Fifteen years of governmental experience, including those of an advisory and ad- 
ministrative mature; 1 year of teaching experience; has considerable counseling 
experience. Desires research, writing, or teaching position. Interested especially in 
college or university teaching position. Of special usefulness to life insurance 
companies as research assistant or historian. E616 


Business cycles, money and banking, statistics, mathematical economics: Man, 36; 
Ph.D. in economics. Trained at good European and American universities; author of 
a book. Actually teaching statistics, principles of economics, and consumer economics. 
Looks for teaching position, preferably near a larger city. F631 


Economic principles, modern economic problems, finance and banking, money and 
banking, personal finance, retirement problems, public utility economics and rates: 
Man, 60, married; M.B.A., Northwestern University. Combined university and busi- 
ness experience: 29 years in teaching economics and finance in large Midwest uni- 
versity, evening division; 33 years in economic research, business forecasting, and 
employee training for large Midwest metropolitan electric utility company. Prefers 
full-time teaching with opportunity for writing. Partial to mild climate. Available 
in June, 1957. John F. Reinboth, 417 Jackson Avenue, Glencoe, Illinois. 


Economic thought, price and income theory, money and banking, corporation finance, 
investments, managerial economics, international economics, economic systems: Man, 
34, married; M.S., A.M., Ph.D., University of Illinois. Five years in business; last 4 
years in teaching. Available for teaching position in September, 1957. E644 


pplied economic research and analysis, area resources and economic development, 
business and industrial location, international economic relations, related industrial 
development activities: Man, 40, married; M.A. Extensive, responsible experience 
includes: planning and effectuation of research projects; report writing; applied 
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knowledge of public administration and legislative processes; evaluations for execu- 
tive decision; program planning and co-ordination; conferring and negotiating effec- 
tively with leaders and experts in business and public life. 


Public finance, principles, money and banking, statistics: Man, 36; Ph.D., University of 
Wisconsin. Four years of economics teaching experience; research experience in 
government and Federal Reserve bank; articles in learned journals. Desires teaching 
position, preferably in northern part of U.S. E659 


Economic analysis, statistics, forecasting, econometrics, current economic problems, 
economic principles, money and banking, economic history: Man, 32, married; com- 
pleted Ph.D. credit requirements, Six years experience teaching, government and 
private industry research. Desires teaching position or research. E664 


Economics, economic bistory, financial history, public finance, banking, investments: 
Man, Ph.D., New York University, 1953. Currently assistant professor at large 
Eastern university; has published articles, reviews; is coauthor of Pook and associate 
editor of scholarly journal. Would like to relocate and would be willing to do some 
administrative work in addition to teaching. E665 


Economic development of underdeveloped areas, international economics, planning, 
transportation and industrial location, population, general economics: Man, 40, mar- 
ried; M.A. (economics), University of Nebraska, M.A. (international administra- 
tion), Columbia University, Ph.D. (planning and economic development) , University 
of Chicago. Four years of international service in Africa and Asia; experienced 
teacher, public lecturer, and research director. Available for teaching and research 
director, September, 1957. E666 


Labor economics, national income accounting and analysis, economic history and 
development, economic theory, social control of business and labor, economic princi- 
ples: Man, 31, married; Ph. mh. from Ivy League School; Phi Beta Kappa. Four years 
of full-time teaching experience; some publications; also has research projects in 
progress. Would like teaching position in East, South, or Midwest. E670 


Economics, accounting, business administration, industrial management, industrial 
relations, personnel management: Man, 39, married; C.P.A.; B.A., National Peking 
University; M.B.A., University of Pennsylvania: requirements for Ph.D. completed 
at University of Chicago. Five years of experience in college teaching; 1 year as 
department head at Midwestern university; interested in writing with a keen mind 
of value judgment. Desires permanent teaching position or comparable challenging 
responsibility in business; prefers to locate in Central or Midwest but will consider 
other areas. E671 


Labor economics, money and banking, history of economic thought, economic theory, 
economic history, industrial organization and market control, international trade, com- 
parative economic systems, principles of economics, marketing: Man, M.A., Wash- 
ington University; J.U.D.; course-work completed for Ph.D. (economics) at a 
Midwestern university, dissertation in progress. Available for teaching and research. 

E675 


Economic pene labor economics, economic history, business cycles: Man, 37; 

M.A.; working on Ph.D. Currently employed at large Eastern university; 5 years of 

teaching experience; 5 years of experience in industry. Desires teaching position. 
E676 


Economic principles, public finance, statistics: Man, 29, married; M.A., University of 
Illinois. Four years of experience in credit and collections. Seeks teaching position. 
Prefers California or Pacific Northwest. E677 


Labor economics, economic principles, history of economic thought, planning: Man, 
45, married; Ph.D., Columbia University. Seven years of teaching experience; 10 
years of experience with federal government in responsible staff positions; publica- 
tions. Now professor of economics at smal] Eastern university. Desires teaching posi- 
tion at larger institution. E679 


Labor economics, industrial relations: Man, 33; Ph.D., Columbia University. Five 
years of teaching experience; recent labor publications. Interested in participating in 
a graduate program. E680 
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Economics, finance, business administration: Man, 40; Ph.D., 1942. Experience in 
banking, research, government; contributor to leading journals; popular trade book 
published last year and another being published this year; among books in progress 
is theory textbook. Taught 19 years at graduate and undergraduate levels, mainly 
economic theory and finance; 9 years in present position at state university. Secks full 
professorship or department headship. E682 


Principles of economics, statistics, history of economic thought, economic history, 
comparative economic systems, international trade, money and banking, corporation 
finance: Man, 40, married; B.A., Yen-Ching University; M.A., Nankai Economic In- 
stitute; M.A., Boston University; Ph.D. expected this summer from University of 
North Carolina. Three years of teaching experience; presently employed in a school 
of business administration. Desires teaching or research position. E683 


Economics and sociology or history: Man, 43, married; European background; Ph.D., 
Dr.jur., postdoctoral work in economics and sociology (Dr.Habil.). Training and 
experience at a top foreign institute for socioeconomic research; 10 years of teaching 
experience at a large Central European university in adult education and an Ameri- 
can college. Fluency in 5 languages; member of several professional societies; excel- 
lent references. Desires permanent position. Available in summer or September, 
1957. E684 


Economic principles, problems, and theory; business cycles, money and banking, 
public finance, government and business: Man, 37; Ph.D. Six years of college teach- 
ing; 2 years of research with federal regulatory agency. Book and articles com- 


pleted; others in process. Desires teaching position with opportunities for research. 
E685 


Economic principles, economic thought, agricultural economics, labor relations, money 
and banking: Man, 24, Indian-Latin; M.A. One year of teaching experience. Desires 
teaching position. Opportunities for Ph.D. work preferred. E686 


General economic theory, theory of prices, national economics, Soviet economics, 
comparative systems, economic history, business affairs, accounting, European politics: 
Man, 27, married; Ph.D., French university, 1956; several other European diplomas 
in economics and politics. Publications (in French); presently a member of editorial 
staff of a daily newspaper in western New York; speaks several European languages. 
Desires teaching position. Will take any suitable proposition into consideration 
Available on 30 days notice E687 


General economics, marketing research, public relations: Man, 28, married; M.A., 
Cambridge University; chartered company secretary. Excellent business and govern- 
ment service experience. Desires similar position in business or in university adminis- 
tration, public relations, finance, etc. Preference for New York, Washington, D.C., 
New England, or California. E688 


International economics, economic development, business cycles, industry, market 
research, statistics, history of economic thought: Man, 35; Ph.D., University of 
Pennsylvania. Experience in teaching, government, and private industry. Desires 
teaching position with opportunity to do research. E689 


Economic principles, history of economic thought, business and government, interna- 
tional economics, comparative economic systems, economics of Eastern Europe: 
Man, 41, married; Oxford trained. Nine years of experience in British government 
service and international economic negotiations; 9 years of teaching experience in 
Eastern university. Two books, several articles, one heal almost completed. Desires 
teaching or teaching-cum-administrative post; also interested in possibilities with 
research organization or business or financial corporation. Prefers to locate in East or 
Mid-Atlantic States or Canada. E690 


Labor, economic principles, economic thought, comparative systems; Man, over 50; 
A.B., Harvard, Ph.D., Columbia. Twenty years of teaching. Seeks chairmanship of 
economics department of social science division in college or small university. Travel ; 
publications; excellent references E691 


Principles of economics, economic theory, money and banking, business cycles, eco- 
nomic geography: Man, 27, married; B.A., Pennsylvania State University; all require- 
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ments met for Ph.D. except dissertation, two years’ research completed, working on 
first draft. One year of teaching experience. Desires permanent teaching position in 
stimulating atmosphere in Northeastern, Central, or Midwestern states. Available in 
September, 1957 E692 


Industrial and personnel management, labor economics, money and banking, economic 
principles, statistics: Man, 43, married; A.B., M.A., requirements for Ph.D. com- 
pleted except dissertation, which is in progress. Nine years of successful college and 
university teaching in above fields; 9 years of personnel experience in industry and 
government. Especially interested in college or university teaching position. Prefers 
Midwest location. Available in fall F693 
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“The telephone business is built on the idea 


of Service.... And the principles that guide 


our work affect the lives of many people. 


We are printing them here because they 


seem important to everyone who uses the 


telephone, everyone who works for the busi- 


FREDERICK KAPPEL, President 


American Telephone and Telegraph Company 


We in the telephone business are 
servants of the public. The services 
we perform are necessary to the 
people of the United States. They 
are necessary to the building of our 
nation and to our national security. 
Clearly, we occupy a position of 
great public trust. 

We are also trustees for the sav- 
ings of every individual who has put 
money in the business. It is our 
responsibility that the business shall 
prosper. 

We think it all-important there- 
fore that we furnish the best tcle- 
phone service it is in our power to 
provide—a service high in value and 
steadily improving—at a cost to the 
user that will always be as low as 
possible and at the same time keep 
the business in good financial health. 

The success of the business de- 
pends on the people in it. To serve 
well and prosper, Bell Telephone 


ness, and everyone who has invested in it.” 


Companies must attract and keep 
capable employees. They must be 
well paid and have opportunity to 
advance in accordance with ability. 
And we must continually develop 
first-rate leaders for the future. 

Finally, it seems to us that it is 
always our duty to act for the long 
run. Sound financing, good earn- 
ings, reasonable and regular divi- 
dends —these are all long-term 
projects. So is our continual research 
to find better means for giving better 
service. So is the building of the 
human organization and character 
on which good service depends. So 
is the training of leaders. In all 
our undertakings, the long view is 
essential. 

This is the way we understand 
the trust you have placed in us. It is 
a trust that deserves, and will con- 
tinue to receive, the most painstak- 
ing care we Can give it. 


Working together fo bring people together 
BELL TELEPHONE SYSTEM 


° 
The Trust You Have Placed in Us | 
| 
Y 
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SELECTED PAPERS IN 
STATISTICS AND PROBABILITY 


Abraham Wald. A new printing of Wald’s great con- 
tributions to mathematical statistics, including his 
papers in decision function theory. $10.00 


THE WORLD FERTILIZER ECONOMY 


Mirko Lamer. This first world-wide study of the eco- 
nomics of commercial fertilizers is both a comprehen- 
sive analysis and an invaluable reference. $12.50 


THE COMBINED FOOD BOARD 


Eric Roll, A Study in Wartime International Planning. 
An account of the Board’s origin, growth, influence 
and demise. $7.50 


FOOD AND INFLATION 
IN THE MIDDLE EAST, 1940-1945 


E. M. H. Lloyd. An analysis of the impact of World 
War II on internal and external conditions in Middle 
Eastern coutries. $6.00 


PEASANTS, POLITICS, AND 
ECONOMIC CHANGE IN YUGOSLAVIA 


Jozo Tomasevich. This exhaustive case study makes a 
major contribution to the understanding of an eco- 
nomically underdeveloped country. $7.50 


ECONOMIC INFLUENCES ON THE 
SOUTH AFRICAN FRONTIER, 1652-1836 


S. Daniel Neumark. A new approach to South African 
history and a major contribution to the general study 
of frontier expansion. $5.00 


Stanford University Press 
Stanford, California 
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-Hill Books 


By Atvin H. Hansen, Harvard University. Economics Handbook Series. 199 pages, $5.00 


this relatively 
much debated 
leading issues 


Opening with a broad survey of economic developments since the end of World War II, 
short volume follows with a detailed discussion of the American scene, and discusses the 
role of monetary policy in the postwar period. A comparison and contrast is made of the 
under Truman and Eisenhower. 


LIFE INSURANCE 


By Josep B. MacLean, formerly with the Mutual Life Insurance Co. 
surance Series. New Eighth Edition. $58 pages, $6.50 


of N.Y. McGraw-Hill In 


technical material simplified and condensed in this revised edition, the author 


With much of the 
describes and explains the principles of life insurance and the procedures followed in furnishing it 
It has been a standard text for 40 years 


All forms of insurance and all types of carriers are covered 


ESSENTIALS OF INSURANCE LAW 


By Eow!in W. Parrerson, Columbia University Law School. New Second Edition. 539 pages. $7.‘ 


A thorough revision of a distinguished text for students and teachers in business schools. With a 
mum of legal language, it aims to present the essentials of insurance law in its relations with the in 


surance business. The major legal problems of the insurance contract are discussed, with a concise survey 


of governmental regulation of insurers, agents, and brokers 


THE GOVERNMENTS OF LATIN AMERICA 
By W. W. Pierson AND Feperico G. Git, University of North Carolina. McGraw-Hill Series in 
Political Science. 516 pages, $6.50. 


An excellent topical and comparative summary of the governments and slitics of Latin America 
y if 
the government of the 20 republics 


It 


deals with the forms of organization, functions, and operations of 
of Latin America, with emphasis on peculiar and indigenous institutions 
the actual operation, trends, and spirit of government in an effort to explain the underlying causes for 


It gives special attention to 


Latin American political institutions. 


NEW CONCEPTS IN WAGE DETERMINATION 


University of Pennsylvania; and Franx C. Pisason, Swarthmore College 


By Grorce W. 
52 pages, $6.50. 


The twelve contributors to this volume of original essays are men with a wealth of experience in the 
their reflections and deliberations. It 


determination of wage policy. The volume is the outgrowth of 
aims to assess the present status of wage theory and explore new approaches to the field 
attention is given to both the principles underlying wage decisions, and the variety of wage-setting ex 


I hroughout, 


perience found in modern industry. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 


330 WEST 42m0 STREET, NEW YORK 36, N.Y. 
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A Stimulating NEW 3rd Edition 


ECONOMICS: 


PRINCIPLES AND APPLICATIONS 
By J. H. Dodd, Ph.D., and C. W. Hasek, Ph.D. 


Here is a careful, extensive revision of a book that has been used in over 400 
colleges and universities. Many important changes have been made, including a 
re-arrangement and addition of chapters. A separate chapter is now devoted 
to the national product and to national income. A new part, Fluctuations 
and Stability of the National Income, consists of three chapters—Fluctuations 
in the National Income; Consumption, Savings, and Investment; and Methods - 
of Achieving Economic Stability. 


ECONOMICS: PRINCIPLES AND APPLICATIONS, Third Edition, is bal- 
anced between microeconomics and macroeconomics and between economic 
theory on the one hand and applied economics on the other. It is especially de- 
signed for student understanding. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicego 5 San Francisco 3 Dalles 2 


TWO RECENT BOOKS ON THE LOCAL GOVERNMENT APPROACH 
TO UNEMPLOYMENT 


The W. E. Upjohn Institute for Community Research has prepared two studies dealine with 
the problems of ocal governments in coping with depression-period unemployment. Although 
written primarily with a local government orientation, these studies carry implications of much 
wider importance 


Unemployment and Relief from the Local Government Point of View. By Samuel V. Bennett 
Provides a comprehensive analysis of the relief problem at the local level. Discusses various 
types of relief, relative costs under different assumptions of unemployment, methods of financing, 
cisting programs, et 


“This book merits thoughtful consideration by all persons who, for professional or 
humanitarian reasons, may be concerned with the economic and social welfare of the 
victoms of a serious economic decline."’—William Haber, University of Michigan 

273 pages. Tables, bibliography. 1956. $5.00 


Public Works and Employment from the Local Government Point of View. By Eugene ¢ 
McKean and Harold ¢ Taylor. Analyzes the employment provided in localities during an 
economic decline by stabilized state and local public works programs and the effect of such p: 
grams on gross national product 


. their argument is cogent and should be examined by anyone who is inclined 
to place much stress on public works spending as a balance wheel.’’—American Eco- 
nomic Review 


“A penetrating analysis. . . . These unconventional! findings and conclusions are care- 
fully argued and solidly supported The United mg Book Review 
274 pages. Tables, bibliography. 1955. $5.00 


Order direct from 


PUBLIC ADMINISTRATION SERVICE 
1313 East Sixtieth Street Chicago 37, Illinois 
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Farm Trouble 
By LAUREN SOTH 


A Pulitzer-Prize-winning editor presents a down-to-earth inquiry 
into America’s “national cancer”—that after 25 years of trial and 
error experience with acreage controls and price supports, one out 
of every three farmers still lives in poverty. In Farm Trouble, 
Lauren Soth takes a new, hard look at the problems of agriculture 
in a prospering industrial economy. With an acute understanding 
of both the human and economic issues involved, he criticizes the 
inadequacy of government policies of the last 25 years and makes 
his own proposals for policy changes. 228 pages. Charts. $3.75 


Patterns of Farm Financial 
Structure 


A Cross-Section View of Economic and Physical 
Determinants 
By DONALD CC. HORTON 

In this pioneering study Dr. Horton shows how the physical and 
economic features of farms are related to the way in which farms 
are financed. The findings are based on material for 108 counties, 
which as a group seem representative of agriculture throughout 
the United States. Introduction by R. J. Saulnier. Published for the 
National Bureau of Economic Research. 204 pages. Charts. $4.50 


Problems in the International 
Comparison of Economic 


Accounts 


Studies in Income & Wealth, Volume 20 
By the Conference on Research in Income & Wealth 

Is it possible for nations with widely divergent concepts, 
methodologies, cultural institutions, and political policies to have 
a mutual, standardized system of national accounts? Can national 
accounts be meaningfully compared for such purposes as the de- 
velopment of backward areas and the promotion of stable growth 
in industrial nations? Seven authorities explore these and other 
significant questions in a book that will prove invaluable to all 
interested in the field of national income and accounting. Published 
for the National Bureau of Economic Research. 
416 pages. Charts. $8. 


Order from your bookstore, or 


PRINCETON UNIVERSITY PRESS, Princeton, New jersey 
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Gust out... 


THE DEMAND FOR ALUMINUM: A 
CASE STUDY IN LONG-RAT IGE 
FORECASTING 


By James E. Rosenzweig 


. an evaluation of the relative effectiveness of alternative techniques 


of predicting the long-run demand for a growth product such as alumi- 
num. Conditions under which various long-range forecasting techniques 


can be most useful are also discussed. 
67 pages, $1.00 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 


University of Illinois Urbana, Illinois 


HAVERFORD COLLEGE 
Announces the Publication of a Symposium on 


THE UNITED STATES 
AND THE WESTERN COMMUNITY— 
An Examination of United States Policy 
Towards the North Atlantic Community 
Contributors of Articles: 
LINCOLN GORDON JAMES McCORMACK 
Harvard University Massachusetts Institute of Technology 


DENIS HEALY PIERRE URI 


Member of Parliament European Coal and Steel Community 


MILTON KATZ RAYMOND VERNON 
Harvard University Consulting Economist 
Editor: 
H. FIELD HAVILAND, JR. 


Haverford College 
PRICE: $1.75 


HAVERFORD COLLEGE PRESS 
Haverford, Pennsylvania 
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Worried 
about Major 
Medical Expenses? 


TIAA’s new Group 
Major Medical Expense Insurance... 


... can help free educators from concern over the financial 
problems of medical care for themselves and their families. 


There are many different TIAA plans available. You may find 
the TIAA Optimum Plan just right for your institution, or you may want 
to use it as a starting point from which to tailormake a program for your 
staff. In any case, TIAA’s Advisory service can save much time and 
effort for administrators, boards of trustees and faculty committees in 
developing this new protection for their staffs. 

Colleges, universities and independ- 
ent schools are eligible whether or 


not they now have a TIAA retire- 
ment or insurance program. 


Mail this for 
Full Details 


Teachers Insurance and Annuity Association 
522 Fifth Avenue, New York 36, New York 


Please send details on MAJOR MEDICAL EXPENSE INSURANCE 
Name 

Title 

Institution 


D 
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EUROPE AND THE MONEY MUDDLE 
by Rospert TRIFFIN 


A broad and up-to-date study of postwar inflation and monetary rehabili 
tation in Europe. The author investigates the failures and successes of 
attempts at reconstruction, current prospects for currency convertibility, 
and problems raised by the survival of national policy-making in an in- 
ternational economy. Tables and charts present a lucid digest of data and 
trends in the fields of money, prices, balance of payments, production, 
consumption, and investments. 

$5.00 


at your bookseller 


YALE UNIVERSITY PRESS New Haven, Connecticut 


THE DYNAMICS OF CAPITALISM 


Correctives Toward Continuous Growth 
By JULIUS T. WENDZEL, Economic Program Director 


Upjohn Institute for Community Research 


At a time when the whole inflationary threat is under highest official review, this 
book acquires exceptional importance for decision makers in business and public 
affairs, as well as for teachers and students of economics. It presents challenging 
new thoughts on the working structure of American capitalism— its central sources 
of growth power—-and suggests changes in attitudes, institutions, and policies that 
are necessary for the system to deliver the product of which it is inherently capable. 
‘Objective, straightforward and sincere.”"—S. BRUCE BLACK, Chairman of the 
Board, Liberty Mutual Insurance Company 


$3.50 at your bookstore or from 


HARPER & BROTHERS 


49 E. 33rd St. New York 16 
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THE AMERICAN ECONOMIC SYSTEM 
An Analytical Approach to Public Policy 


by Emanuel T. Weiler, Purdue University and William H. Martin, 
Pennsylvania State University 


Emphasizing the structure and flow of a fully developed market 
system, this flexible text contains a logical explanation of the American 
economy. The authors build a solid foundation in basic principles with 
the purpose of showing the nature of an economy and the interrelation- 
ship of its various parts. With this background the student can more 
fully appreciate the issues facing the development of intelligent public 
policy in the following areas—economic stability, long-term growth, 
the distribution of income, business monopoly, labor, agriculture, and 


international trade. 


. . on the whole, superior to most texts from the point of view of 
integrating ideas for the student. This is particularly true in the section 
on the pricing mechanism. The authors are on a very fruitful line of 
development in connection with their use of the circular flow mechanism 
as an integrating device. It has the capacity to handle both the pricing 
mechanism and the income mechanism. Why some textbook writer did 
not move in this direction sooner is beyond me.’ 


—a pre-publication comment 
February 1957, 623 pages, $6.00 


An unusually thorough and imaginative workbook has been prepared by 
Professor Weiler and Professor Howard Hoag of Purdue University to 


accompany the text. 


The Macmillan Company 


Lro. 
60 FIFTH AVENUE: NEW YORK 11, N.Y. 25 HOAUINCAB ROAD, TORONTO 16 
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New 


trom Rinehart 


A CHECK LIST 


For your convenience we list below the recent additions to our 
rapidly growing list of distinguished texts in economics with 
which we feel sure you will want to be familiar. If you have not 
already seen, or requested, examination copies, send for them 


now. 


Just published 


International Economics: 


THEORY © PRACTICE 
by Jack N. Behrman @ Wilson E. Schmidt 


@ POLICY 


Illuminating analyses of the problems of current foreign aid programs is an interesting 
feature of this exceptionally understandable, complete new text. 561 pages, $6.50 


Economic Systems in Action 


REVISED 


by Alfred R. Oxenfeldt 


Includes new sections om China and the Soviet satellites; new data on British and U.S.A 


economics. 207 pages, $2.35 


You'll also be interested in the just published COMPUTING WITH DESK CAL- 
CULATORS by W. W. Varner (108 pages, $2.00). A most helpful guide for the use 
of calculators in all kinds of research and statistical work. 


Ready in September 


Personal and Family Finance 


Recently published 


by Joseph F. Bradley & Ralph H. Wherry 
Outstandingly complete, up-to-date, practical 
and business finance, $5.00 (probable). 


By authors of successful texts on insurance 


Labor: Institutions & Economics 
by Alfred Kuhn 
616 pages, $6.50 
Money & Banking 3rd Edition 
by Raymond P. Kent 
828 pages, $6.50 

Economics of Transport 

by Emery Troxel 
837 pages, $7.50 


Our Expanding Economy: 
An Introduction 


by Ralph H. Blodgett 
973 pages, $6.50 


Rinehart & Company, Inc. ° 


Public Finance and 
Economic Welfare 
by Kenyon E. Poole 
640 pages, $6.50 


An Introduction to the Analysis 
of Time Series. Preliminary Edition 
by Peter O. Steiner 
94 pages, $2.00 


The Price System and 
Resource Allocation 
by Richard H. Leftwich 
372 pages, $4.50 


232 Madison Ave., New York 16 
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—New Ronald Books ... 
ECONOMIC AND SOCIAL SECURITY 


Public and Private Measures Against Economic Insecurity 


John G. Turnbull and C. Arthur Williams, Jr., both University 
of Minnesota; Earl F. Cheit, Saint Louis University 


This carefully planned textbook 
builds a set of analytical devices and 
then uses these devices to evaluate 
the private and social insurances and 
assistances involved in such problems 
as old age and death, occupational 
disability and non-occupational ill 
ness, unemployment, and substandard 
working conditions. It considers both 
the social and the political con- 


COMMERCIAL CREDIT AND 


sequences of those programs designed 
to alleviate, prevent, and regulate 
economic insecurity. A thoughtful ap 
praisal of the programs and sugges- 
tions for their improvement are 
offered. Concentration is on principles 
and understanding, and any abstract 
discussion of statistical detail or ad- 
ministrative complexity is avoided 

75 alls., tables; 539 pp 


COLLECTION PRACTICE 


Watrous H. Irons, President, Federal Reserve Bank of Dallas; 
and Douglas H. Bellemore, New York University 
Revised by Douglas H. Bellemore 


SECOND EDITION. This new text 
book is a complete and thorough 
treatment of the fundamentals and 
principles underlying sound credit 
and collection practice. Concrete 
illustrations show the student how 


techniques of analysis the key to 
the solution of credit and collection 
problems are fully developed and 


carried through to practical decisions. 
An entire new section is devoted to 


PRINCIPLES OF 


the unportant problem of consumer 
credit; new chapters on foreign trade 
credit and mercantile installment 
credit provide a wealth of useful in 
formation. Particular attention is 
given to the increased role of the 
federal government and the Federal 
Reserve System in the area of credit 
control and counter cyclical policy 
110 ills., tables; 784 pp 


STATISTICAL ANALYSIS 


Samuel B. Richmond, Columbia University 


Organized around the modern con 
cept of statistical inference, this book 
illustrates clearly for beginning stu- 
dents the practical uses of statistical 
analysis in business and economics 
Covers such topics as the use of 
sources, sampling methods, tabulation 
descriptive statistics, index numbers, 
and forecasting and decision making 
No mathematical training beyond 


THE RONALD PRESS COMPANY « 15 E. 26th St.. N. Y. 10 


simple algebra is assumed, and the 
few other mathematical techniques 
needed are introduced at the point of 
use. The book contains ample prob- 
lems and illustrations as well as a 
unique Glossary of Equations 
which is included in the complete 
appendixes 


210 ills., tables; 491 pp 
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American Industry and the European 
Immigrant: 1860-1885 


By CHARLOTTE ERICKSON. What part did American industry 
actually play in the recruitment and distribution of immigrant labor 
during the early years of industrial expansion? This revealing account, 
based on extensive research, shows that contract labor was not in fact 
important in American industrial development. Much .new material, 
including the first analysis of the American Emigrant Company, chal- 
lenges commonly held views and calls for a reappraisal of the whole 
subject among historians. $4.75 


The Brazilian Cotton Manufacturer 
Textile Enterprise in an Undeveloped Area, 1850-1950 


By STANLEY J. STEIN. An investigation of the origins and growth 
of a modern industry in an underdeveloped area. This book explores 
the background against which this Brazilian industry developed, and 
discusses the effects of the early feudal plantation system on later 
thinking. Mr. Stein discusses the delays in modernization, the problems 
of sudden retrenchment, and the need for certain revisions in the 
current policies of government and management. A book of farreaching 
implications for those concerned with the development of “backward” 
countries, $5.00 


Dry Farming in the Northern Great Plains 
1900-1925 


By MARY WILMA M. HARGREAVES. The story of agricultural 
settlement on the semi-arid lands of eastern Montana and the western 
Dakotas—its promotion and development, its problems and achieve 
ments—is the subject of this well-documented analytical narrative. 
Here is a cogent case study in the heavy cost of uncontrolled economic 
development. $10.00 


The Investment Decision: An Empirical 
Study 
By JOHN R. MEYER and EDWIN KUH. Here is a detailed study of 


the factors which determine business decisions to invest in new plant 
and equipment. Based on a thorough analysis of the actual investment 
expenditures of about 600 manufacturing firms in different industries 
and size groups, and under varying business conditions, this book 
throws much new light on the manner in which business policies 
affect economic growth and business cycles. $6.00 


Through your bookseller, or from 


HARVARD UNIVERSITY PRESS 
79 Garden Street, Cambridge 38, Massachusetts 
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emelg McGRAW-HILL 


CASE PROBLEMS IN TRANSPORTATION MANAGEMENT 


By GEORGE P. BAKER, Harvard Graduate School of Business Administration ; and CAYTON E. 
GERMANE, Stanford Graduate School of Business. Harvard Business School Casebook Series, 
544 pages, $8.50 


The only casebook in the transportation field, designed especially for use in the classroom. Based on 
such real situations as the selection of jet equipment by American Airlines, the cases make the course 
vital and realistic. Many challenging problems drawn from the activities of air, highway, ocean, and 
railroad carriers are included, to stimulate class discussion. 


INTERNATIONAL AND INTERREGIONAL ECONOMICS 


By SEYMOUR E. HARRIS, Harvard University. Economics Handbook Series. 564 pages, $7.00 


Concerned with the theory of international economics and its connection with the problems of the real 
world of 1946-1956. The history of trade theory and monetary and fiscal theory is summarized insofar 
as it applies to international economics. Particular stress has been placed on such problems as dollar 
shortage, the European Payments Union, and the inadequacies of the free trade theory. 


HOW TO CLIMB THE LADDER TO SALES SUCCESS 


Py CHARLES L. LAPP, Washington University. Series in Advertising and Selling. Ready in 


t 


A clear, straightturward manual of everyday sales principles and techniques for the outside salesman 
Shows the sales student how to adapt himself to differences in buyers, products, selling situations, and 
selling conditions, Emphasis throughout is on down-to-earth methods that can be applied in selling a 
wide range of products and intangibles. 


INDUSTRIAL SOCIOLOGY: The Social Relations of Industry and 
the Community 

By FUGENE V. SCHNEIDER, Bryn Mawr College. McGraw-Hill Series in Sociology and An- 
thropology. Ready in July. 


Depicts the social structure of the large-scale industrial organization, and the relationship between 
this structure and the individuals who work within the organization. With a detailed, competent at 
tention to unionism, it shows how labor unions are related to this social structure and social relations 
of industry. Includes a description of the newly-merged AFL-CIO 


WRITTEN COMMUNICATION IN BUSINESS 
By ROBERT L. SHURTER, Case Institute of Technology. 490 pages, $6.00 


An important new Business English text, covering all forms of written communications from letters to 
memos and reports. Beginning with a statement of the fundamental! principles and goals of written com- 
munication, it follows with specific types of writing used in business and shows how individuals caa 
develop themselves on the job. 


McGRAW-HILL BOOK COMPANY, INC. | °°"! 


copies on 
330 West 42nd Street New York 36, N.Y. 
approval 
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RETIREMENT POLICIES UNDER 
SOCIAL SECURITY by Wilbur J. Cohen 


A Legislative History of Retirement Ages, the Retirement Test, and 
Disability Benefits 


Foreword by Arthur M. Ross 


An analysis of the social, economic, and financial factors considered by the 
Congress in establishing and modifying the social security program. By 
the former Director of Research and Statistics, Social Security Administra 
tion, who helped draft the original Social Security Act. 120 pages, $3.00 


THE ROLE OF REGIONAL SECURITY 
EXCHANGES by James E. Walter 


Shows how regional exchanges fit into the complex of the securitics market 
and evaluates their effectiveness. Presents new statistical material—including 
price indexes, price-earnings ratios, and annual share turnover ratios 
based largely on records of the San Francisco Stock Exchange 


180 page $3.00 


THE ECONOMIC STATUS OF THE AGED 


by Peter O. Steiner and Robert Dorfman 


A study of the size, nature, and adequacy of the income of persons over 65, 
based on a nationwide survey designed by the authors and conducted by 
the Bureau of the Census. Findings challenge certain commonly accepted 
views derived from analyses of limited geographical or social groups. 


316 pages, $5.00 


SPENDING OF MIDDLE-INCOME 
FAMILIES by Emily H. Huntington 


A Heller Committee study centered on white-collar families with salaried 
incomes between $4,800 and $7,500 per year. Expenditures on food, trans- 
portation, housing, clothing, insurance, retirement, taxes, house operation, 
furnishings, medical care, and recreation of 159 families living in the San 
Francisco Bay Area for the year 1950 are analyzed and compared with 
findings of other surveys 190 pages, $3.00 


At your bookstore or 


UNIVERSITY OF CALIFORNIA PRESS 


Address: Berkeley 4, California 
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Two important titles coming soon... 


ECONOMIC DEVELOPMENT: Theory, History, Policy 


By Greratp M. Meter, Wesleyan University; and Ropert E, 
BALDWIN, Harvard University. Examines the problems of accelerat- 
ing development in poor countries and maintaining development in 
rich ones. In order to establish an analytical framework, the first por- 
tion of the book reviews the most significant aspects of classical, 
Marxian, neo-classical, and Keynesian economists. Particular atten- 
tion is given to the writings of Adam Smith, David Ricardo, Karl 
Marx, Alfred Marshall, Joseph Schumpeter, and representatives of 
the present group of post-Keynesians concerned with the theory of 
economic growth. The author then examines the historical role of 
Britain as the ‘center’ of the 19th century world economy, and con- 
centrates on some features of the extensive spread of development 
through the world economy during the past century. This historical 
survey leads to meaningful discussions of current world problems. 
Ready in July. Approx. 584 pages. Prob. $8.50. 


LABOR IN A GROWING ECONOMY 


By MELVIN W. Reper, Stanford University. An integrated presen- 
tation of theoretical material and empirical phenomena in the field 
of labor. Oriented to the fact that the American economy is grow- 
ing, the book explains how recent events in the labor movement are 
a constituent part of the explanation of union institutions. For 
example, the merger of the AFL and CIO is discussed as a com- 
ponent of American labor history and not as an isolated event. The 
analysis of wages, incomes, and occupational movement, as well as of 
union institutions, are all closely related to the theme of economic 
development. Throughout the presentation the use of technical ap- 
paratus is minimized. After a general introduction the author treats 
in separate sections: “Unions and Collective Bargaining,’ ‘Employ- 
ment, Wages, and Income,’ and “The War on Poverty.’ A concluding 
section examines the role of the union in modern society. Ready in 


August. Approx. 536 pages. Prob. $6.50 


160 VEARS 
Reserve your examination copies today. 


JOHN WILEY & SONS, Inc. 
or pususwime 440-4th Avenue New York 16, N.Y. 
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OXFORD books of exceptional interest 


Outline of Monetary Economics 
By A. C. L. DAY 


Reader in E ics, The London School of Economics and Political Science 


Designed mainly for post-introductory courses in economics, 
A.C.L. Day’s OUTLINE OF MONETARY ECONOMICS is ap- 
propriate for American college courses in Money and Banking, 
Income Analysis, and Fiscal and Monetary Policy. Mr. Day is 
the author of The Future of Sterling. $7.00 


A Critique of Welfare Economics 


Second Edition 
By |. M. D. LITTLE 


Modified and extensively rewritten, this is a new edition of a 
book much discussed for its theories of revealed preference, 
cardinal utility, and the validity of criteria for deciding the de- 


21 text figs. $4.80 


sirability of economic change. 


The British ‘Tinplate Industry 
By W. E. MINCHINTON 


A history of the British tinplate industry from the beginning 
to the present day, covering developments in markets, marketing, 


finance, organization, manufacturing techniques, etc. $5.60 


The Interpretation of Accounts 
By F. SEWELL BRAY 


These lectures by the Stamp-Martin Professor deal with the 
accounting basis for the description and measurement of ag- 
gregate transactions, and suggest a fundamental interdependent 
pattern of accounts to combine the logic of theory with the re- 


quirements of practice. $4.80 


At all bookstores 
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8 significant books of lasting value 


ACTIVITY ANALYSIS AND THE THEORY 
OF ECONOMIC EQUILIBRIUM 


By Dr. Helen Makower. In this book the principles of economics are presented 
in terms of the recently developed Activity Analysis rather than the traditional 
marginal analysis. For the first time this technique has been expanded to survey 
the economy as a whole, relating the principles of allocation of resources and 
valuation of goods to consumption and production. In press $5.75 


MATHEMATICAL ECONOMICS 


By R. G. D. Allen. Perhaps the first volume to deal specifically with the large 
variety of topics in mathematical economics which have been developed since 
1945, including an extensive account of macro-dynamic problems, leading to ex- 
planations of the trade cycle and to questions of economic regulation. Thereafter, 
input-output analysis, the theory of games, linear programming, and micro-eco- 
nomic theories are developed. Diagrams. Published $10.00 


THE THEORY OF WAGE 
BETERMINATION: PROCEEDINGS OF A CONFERENCE 
HELD BY THE INTERNATIONAL ECONOMIC ASSOCIATION 


Edited by John T. Dunlop. An authoritative examination of current thought on 
this important branch of economic theory by the leading experts of America 
and Europe. This volume contains papers concerned with the theory and practice 
of the general level of wages in the light of the work of Keynes and of more recent 
theories of growth. June $7.50 


THE CONDITIONS OF LORD NORMAN 
ECONOMIC PROGRESS COVERNOR OF THE BANK OF ENGLAND by Sir 


bed Edition by Colin Clark A comparative Henry Clay A fascinating biography of the 


man who created ar wtere: e tant 
study of national income and the factors bear 1d fostered the importen 


British fiscal policies from 1920-1914. May $7.50 


ing upon national income ia all principal 
countries In presse $12.50 


THE CASE FOR INDUSTRIAL 
ENGLISH OVERSEAS TRADE 


DURING THE CENTURIES OF EMERCENCE by 

D. Ramsay. An analysia of English trade by D. H. Cole. The author's plan for 
beginning with the late medieval woolen trade partnership of workers in industrial manage 
and continuing through the American Revolu ment—attempting to reconcile important ideas 
tion. June $6.00 of Guild Socialism with present day economic 


nditions Published $2.00 
THE A.B.C. OF THE 
FOREIGN EXCHANGES 


12th Edition by Norman Crump. The classic 


statement uf the peincipico of $T. MARTIN'S PRESS 


exchange and the operation of the free market a 
Revised to include the lates-wer, pest wer end Books of International Importance 


contemporary periods. Published $3.75 103 Park Avenue, New York 17 
Affiliated Publisher: Macmillan & Co, Lid., London 


At your bookseller, or 
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INDIAN JOURNAL OF ECONOMICS 
(Established in 1916) 
Editor: Dr. OM PRAKASH 
Vol. XXXVII No, 144 July, 1956 
Special Number 


oa 
FISCAL AND MONETARY POLICY 
In honour of the late LORD KEYNES 
ARTICLES 


On Lord Keynes ..... jevchiebasnees R. F. Harrop 
Taxation Policy in a Transitional Economy Om PRAKASH 
Deficit Spending and Supply Elasticities .... JOHN H. 
The Fiscal Role of Government in Economic ‘Development males ‘Ken? NeTH K. Kurinara 
Sketch of a Generalization of Keynesian Balance of Payments ey .Harry G. JOHNSON 
The Pattern of Economic Growth AMLAN DatTTa 
Some Reflections on the Economic Policy of the “General Theory” P. D. Hayeta 
Fiscal Policy and the Economic Development of paceadresteges ¢ Countries ..DivaKar JHA 
Indian Economic Policy: Its Source and Inspiration .... -R. P. BaHapur 
The Role of Public Budgeting in an Underdeveloped Economy eee sa M. S. Buatia 
Some Aspects of Monetary and Fiscal Policies for Economic Growth in a Underdeveloped 
Countries -SAMP AT PAL 


NOTES AND MEMORANDA 


Customs Tariff and its Role in the of the Jammu and 
State .. N. Kaui 


A Note on Monetary Policy tas CHAND 


The Indian Journal of Economics was founded by Professor H. Stanley Jevons in 1916. 
It appears four times in a year—July, October, January and April. The annual subscription 
including postal charges is Rs 17 of £ 1-6-0 or $3.80, This Special Number costs $1.50 up 
to December 31, 1957, and $1.75 - FB Write to the Managing Editor, Indian Jounal 
of Economics, University of Allahabad, ALLAHABAD.-2 (India). 


OXFORD ECONOMIC PAPERS 


New Series 
tary 1957 


Contents 
Learning about Economic Development 
Investment and the Demand for Electricity ............ E. K. Hawkins 
Armstrong and the Utility Measurement Controversy T. Majumdar 
Fluctuations in Stocks: A Nineteenth-Century Case Study R. H. Campbell 
The Theory of Public Utility Price—An Empty Box . ]. Wiseman 
Gross Margins in Retail Distribution ......J. D. Hughes and S. Pollard 


Interdependence and Foreign Trade M. FG. Scott 


Analysis of the Generation of Price Inflation neon it +o 


Oxford Economic Papers became a periodical in 1949, and is now published three times 
a year. The pre-paid subscription price is 35:.0d, post free, and the price of a single 
copy 161.0d, met, 


OXFORD UNIVERSITY PRESS 
Amen House, Warwick Square, London, E. C. 4. 


Please mention Tue Amenican Economic Review When Writing to Advertisers 


a 

: 

3 

| 

= 

sa 

Vol. 9 No. 1 

“a 

rf 

+ 

a 

: 

Mex 
2 
E 


THE JOURNAL OF INDUSTRIAL ECONOMICS 


Board of Editors: P. W. S. Andrews (General Editor), Nuffield College, Oxford; Professor 
C. F. Carter, University of Belfast; Professor Joel Dean, Columbia University; Professor P. 
Sargant Florence, Birmingham University ; Professor R. B. Heflebower, Northwestern University ; 


Professor E. §. Mason, Harvard University. 


Volume V, No. 2, March 1957 
P. Sargant Florence The Reward for Risk-bearing by Sharehoders in Large Com 


panies. 
K. P. Norris The Costing of Investment Decisions. 


William Lazer Price Determination in the Western Canadian Garment In 
dustry. 


]. L. Meij A Note on the Concept of Stock. 


Furniture for the Masses—A Comment 


This Anglo-American journal is especially devoted to the economic problems of industry 
and commerce. Its contributors are businessmen, economists engaged in industry, and specialist 
academic industrial economists. The Jowrnal is published three times a year. MSS. from the 
United States should be sent to Professor Heflebower; and from other countries to the General 
Editor, care of the Publisher. The Annual Subscription is $3.50 (25/-), post free; single copies 
$1.70 (12/-), post free. Remittances should be sent to the publisher by personal check. 


Published by 
BASIL BLACKWELL e OXFORD, ENGLAND 


RIVISTA INTERNAZIONALE DI SCIENZE 
ECONOMICHE E COMMERCIALI 


(International Review for Economics and Commerce ) 


BOARD OF EDITORS: F. Brambilla (Genova), U. Caprara (Torino), G. Dell 
"Amore (Milano), G. Demaria (Milano), A. Graziani (Napoli), Fre. Machlup 
(Baltimore), A. Mahr (Wein), E. Schneider (Keil), S. Sassi (Napoli), A. Scotto 
(Genova), N. Tridente (Bari). 

MANAGING EDITOR: T. Bagiotti (Milano) 


AIMS 


TO PRODUCE from the vast quantity of theoretical and institutional scientific writings 
A PUBLICATION OF A WIDE HORIZON OF INTERESTS; examining and setting 
forth within 1200 pages annually TOPICS AND PROBLEMS OF A PARTICULARLY 
REPRESENTATIVE INTEREST in the field of economic and commercial! inquiry. 


TO OFFER TO THE READER in economics, to the reader in related flelds, to the 


leaders of national and corporational economic policy A KEEN but not involved 
ANALYBIS OF PROBLEMS TOPICAL IN OUR ERA. 


CONTRIBUTORS 
OF INTERNATIONAL REPUTATION with their spotlight for the most part in Italy. 


FULL SUMMARIES of each article IN ENGLISH AND GERMAN and occasional 
articles presented FULLY IN ENGLISH. 


Published monthly. Yearly subscription rate Lire 4000, Foreign countries L. 6000 per 
volume of 1200 pp., to the publisher CEDA Via Ja i 5, Padova Italy. Anyone 
interested may send for a sample copy. Editorial Office: Université Bocconi, Via Sarfatti 
25, Milano, Italy. 
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THE SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 


Volume XXIII April 1957 Number 4 
CONTENTS 

ARTICLES 

The Development of Centralized Exporting in Danish Agriculture ...J. Carter Murphy 
A Unified Treatment of Bargaining Theory .. .. Harvey M. Wagner 
An Integrated Approach to the Transportation Problem 
Southern Economic Development, 1955-1965: A Look Ahead John L. Fulmer 
Selective Excises and the Federal Tax Structure ......... ‘ Alek A. Rozental 
The Disciplines of Economics and Lusiness . Clarence EB. Philbrook 
COMMUNICATIONS 

In the Ketirement of Public Debt Deflationary! : ie as Vorria Singer 


A Note on Monopolistic Exploitation and Discrimination Clarence C. Morrison 
BOOK REVIEWS--NOTES—BOOKS RECEIVED 


$5.00 per year $1.50 single copies 


Address all communications and orders to G. T. Schwenning, Managing Editor, 
The Southern Economic Journal, P.O. Box 1289, Chapel Hill, North Carolina. 


SOCIAL RESEARCH 


An international quarterly, founded in 1934, published by the 
GRADUATE FACULTY OF POLITICAL AND SOCIAL SCIENCE 
of the New School for Social Research, New York 


Contents for Spring 1957 (Volume 24, Number 1) 


Fundamentals of Collective Security .... .. Erich Hula 
Scarce Money ae Hans Neisser 
The Spirit of Chinese Culture an Chu Chai 
Woodrow Wilson and the League of Nations . ai .... Quincy Wright 


The Interplay of Capitalism and Socialism in the American Economy . 


Eduard Heimann 


Book Reviews 


Published in Spring, Summer, Autumn, and Winter 
Subscription $5 a year, foreign $5.50—Single copies $1.50 


66 WEST 12TH STREET, NEW YORK 11, N.Y. 
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Scottish Journal of Political Economy 
The Journal of the Scottish Economic Society 


Volume IV June 1957 Number 2 


Organization in two nationalised industries E. Tuompson 
Gorbals: a case-study in development T. Brennan 
Two Scottish West Indian Liquidations after 1793 ...........5. G. CHECKLAND 
The Labour Theory of Value H. D. Dickinson 


Recent Economic Trends 
U.K. Shipbuilding Times J. R. Parkinson 


Current Topics 


Scottiah Journal of Politieal Economy is published in February, June and October, 
and is free to members of the Scottish Economic Society. Applications for membership 
should be made to the Treasurer, Scottish Economic Soctety, 142 St. Vincent Street, 
Glasgow, C.2. enclosing the annual subscription of $3.50. The Journal may alse be 
obtained without membership of the Society by ordering through any bookseller or direct 
from the Publisher, Oliver & Boyd, Tweeddale Court, Edinburgh, price $1.50 per 
single copy. 


REVUE DE SCIENCE FINANCIERE 


The French Review of Public Finance 
Number III, July-September 1957 


CONTENTS 


Taxation and National Accounting ... (. Grouson (Paris) 
Corporation Tax: Effects of Distortion on Investments (. Cosciani (Florence) 
In Favour of a Fiscal Reform in France; Taxation on Energy -M. Lauré (Paria) 
Accounting of Private Enterprise and National Accounting .. P.M. Richard (Paris) 
Taxation Aspects of Economic Development in Central America J. Mosecarella (New York) 
Survey of French Finance . es J. Le Bourva (Rennes) 
Survey of Tax French Legislation J. Mérigot (Hordeaux) 
Look Reviews 

Libliography 


French and International Financial Documents 


The Review is published quarterly. Subscription abroad, 8.500 Freneh francs or 10.30 
U.S.A. dollars. Orders can be placed to Pichon and Durand-Ausias, 20 rue Soufflot, Paris 
V*, and through Stechert Hafner, 31 East 10th Street, New York, N.Y. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 
in Co-operation with the Other Members of the 


Department of Economics of the University of Chicago 


The June 1957 issue contains: 


Structure and Policy in Postal Rates .. ; duxke whi Jane Kennedy 
The Influence of Expectations and Liquidity on Dividend Payments ........ Paul G. Darling 
Municipal Fiscal Structure in a Metropolitan Region : Julius Margolis 
The British Truck System in the 19th Century goal .. George W. Hilion 
A Note on the Cost of Children’s Mortality vam W. Lee Hansen 


Book Reviews and Books Received 


POUNDED IN 1892. Published bimonthly February, April, June, August, 
October, December, Subscription rate for U.S.A. and possessions, $6.00 per 
volume; Canada and Pan American Postal Ur nion, $6 sb: all other countries, 
$7.00. Single copies, $1.75. Special rates: $5.00 per volume for faculty mem- 
bers teaching business or economics, $3.00 per volume for graduate students 
in business or economics. 


The University of Chicago Press—5750 Ellis Ave., Chicago 37, Il. 


THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal Economic Society 


March 1957 Vol. 


No. 265 


I 
Measuring the Benelux Effect scare M. M. Kristein 


Articles 


On the Origin of ‘‘Oligopoly”’ H. Chamberlin 
Marxian Hypotheses and Observable Tre: nds under Capitalism ..... 
The Scope of Automation . Moos 
Industrial Development Corporations in lodie ond Pakist tan . : Om Prakash 
Devaluation: A Marriage of the Elasticity and the Absorption Aepevaches on H. Brems 
The Industrial Pattern and New Zealand's Future ‘. . G. C. Billing 
Trade Balances and Statutory Marketing in Primary Exporting Senneonise . A. Hazlewood 


Estimating the Soviet National Income M. C. Kaser 


Il. Reviews 
Ill. Notes and Memoranda 
IV. Recent Periodicals and New Book: 


MACMILLAN & CO., LTD., LONDON, W.C.2 
Application for Fellowship to 
Royal Economic Society, 21 Bentinck Street, London, W. | 
Annual Subscription £1 10s (or $4.50) Life Composition £22 10s 
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ECONOMETRICA 


Journal of the Econometric Society 


April, 1957 Volume 25, No. 2 
CONTENTS 


V. N. Muet: ano V. K. Sastay: Production Functions for Indian Industry 

Eowr S. Muss: The Theory of Inventory Decisions 

A. Banvezn: Automobile Consumption, 1940-1950 

Eaat O. Heavy: An Econometric Investigation of the Technology of Agricultural Production Func 
tions 

Rosert H. Staorz: The Empirical Implications of a Utility Tree 

Veanonw L. Smiru: Engineering Data and Statistical Techniques in the Analysis of Production 
and Technological Change: Fuel Requirements in the Trucking Industry 

Jutian H. Brau: The Existence of Social Welfare Functions 

Hans Baems: Employment and Money Wages under Balanced Foreign Trade 

Daviw Rosenstatt: On Linear Models and the Graphs of Minkowski-Leontief Matrices 

Sraniey Keren: A Note on Surrogates for Uncertain Decision Probleme 


Henna: Tue: A Note on Certainty Equivalence in Dynamic Planning 


REPORT OF THE SEATTLE MEETING 
REPORT OF THE DETROIT MEETING 


Published Quarterly Subscription rate available on request 


The Econometric Society is an internationa) society for the ad t of le theory 
in its relation to statistics and mathematics. 


Subscriptions to Ecowomermica and inquiries about the work of the Society and the procedure 
in applying for membership should be addressed to Richard Ruggles, Secretary, The Econometric 
Society, Yale University, Box 1264, New Haven, Connecticut, U.S.A. 


THE INDIAN ECONOMIC JOURNAL 
The Quarterly Journal of the Indian Economic Association 
Edited by 
R. Balakrishna 


N. Vakil P. R. Brahmananda 


Vol. IV July 1956 No. 1 


Articles 
Progress in Production Tec aaique and the Structure of the Gane Goods Industries .. 
R. 


Balakrishna 

The Effects of Adverse Income Terms of Trade ¢ on the ‘Secular Growth of Wadentenstenes 
The Theory of Taxation and Saving 
Indian Immigrants in Kenya—A Survey ......... Raghava Rao 


Formation ont Choice of es in Un aderdeveloped 
. Decksbit, R. Patil, R. “Datye 


Notes 


Reviews 


Membership fee: Rs. 15 per year. Annual Subscription: Rs. 15 of £1-5 of $4.00 inclusive of 
postage. Single copy: Rs. 5 or 7/6d. or $1.25 post free. 


THE INDIAN ECONOMIC JOURNAL 
Department of Economics 
University of Bombay 
Bombay 1, India 
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THE JOURNAL OF MARKETING 
PUBLISHED QUARTERLY BY THE AMERICAN 
MARKETING ASSOCIATION 


Volume XXI JANUARY, 1957 Number 3 
The Changing Role of the Marketing Function ... , Sengy ‘Bund and James W. Carroll 
Agricultural Marketing and the Italian Economy ...... .... Giuseppe Orlando 
The Relationship Between Income and Retail Sales in ye ‘al Aeees P oe Kilduff Russell 
A Note on Marshall and Selling Costs ........... 
Store Merchandise Publicity on the Women's Pages .................... Steven J. Shaw 
What Is a Pictorial Projective Technique? ...... Richard L. Secdies and Joseph E. Bradley 
How Does Business Regard University Advertising Courses? ... ...+. Frank — 
On the Reliability of Mail Questionnaires in Product Tests ................ 
-Allan Greenberg and Manuel N. Manfield 
Research | io Masketing -William Penn, Jr., Editor 
Legislative and Judicial Developments ...... William F, Beown, Editor 
Book Reviews ........... ; ; ... Edwin H. Lewis, Editor 
A.M.A. Notes ...... Hugh G. Wales, Editor 


THE JOURNAL OF MARKETING is published quarterly in January. April, July and 
October, at 73 Main Street, Brattleboro, Vermont. It is the official publication of the American 
Marketing Associst‘on, 27 East Monroe Street, Chicago 3, Illinois. 


The annual subsci:ption rate of THE JOURNAL OF MARKETING is $6 domestic; $7 for- 
cign; postage prepaid. The siagle copy rate is $1.75 domestic; $2 foreign; postage prepaid. 


METROECONOMICA 


International Review of Economics 


Vol. IX 


No. 2 and 3 


Iusiness investment and the marginal cost J. CUNNIN@HAM 


le principe de Pareto et la théorie de lintéret général Kk. Denem 


Chain of coincidences M. GORMAN 


La localisation rationnelle des productions agricoles KLATZMAN 
Selling outlays in the theory of international trade ; A. Y. C. Koo 
Economic development and the balance of payments K. KURIHARA 


Voluntary and forced decisions ... xe R. PARKER 


Reinvestment cycles and depreciation reserves under declining balance deprecia 


Wricnuer 


Scutrr 


A macrodynamic model of growth and fluctuations 4 


Board of editora: ©. Bresciani Turreni, L. Dupriez, E. Fossati, (Managing editor), 
R. Frisch, W. Leontief, G. Lutfalla, A. Mahr, J. Marschak, G. U. Papi, R. Roy, 
E. Schneider, G. L. 8. Shackle, R. Stone, J 


Tinbergen, G. Tintner, F. Zeuthen. 


Published every four months. Subscription $7 (two years $12). Communications to editors 
may be sddressed to Professor Eraldo Fossati, director of the Institute of economie policy, 
University, Genova (Italy). Communications regarding subscription to be sent to Licinio 
Cappelli, Corso 12, Trieste (Italy) or G. E. Stechert and Hafner, 81 East 10th Street, 
New York 3, N.Y. (U.8.A.) 
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THE QUARTERLY JOURNAL 
OF ECONOMICS 


Founded 1886 
Vol. LXXI May 1957 No. 2 


CENTRAL BANKING AND MONEY MARKET CHANGES Hyman Minsky 
REFLECTIONS ON INDIA’S DEVELOPMENT PLAN ...........Ragnar Nurkse 


ECONOMIC DEVELOPMENT AND PRODUCTIVITY ANALYSIS: THE CASE 
OF SOVIET METALWORKING ...... David Granick 


RECENT THOUGHT ON EGALITARIANISM ....... . Lampman 


THE INTERNATIONAL MATERIALS CONFERENCE IN RE 
. H. Liebhafsky 


HU s7Y RESOURCES AND INDUSTRIAL DEVELOPMENT IN THE UPPER 
MAST 'TENNESSEE VALLEY, 1900-1950 ... . William H, Nicholls 


NOTES AND DISCUSSIONS 
BANKING SERVICE CHARGES ... , Walter Lichtenstein 
INCOME DISTRIBU TION, VALUE JUDGMENTS, AND WELFARE: A 
CORRECTION. ERRATA Peter B. Kenen and Franklin M. Fisher 
Edited by E. H. Chamberlin for the 
Department of Economics, Harvard University 
$1.50 per copy, $5.00 a year; 3 years, $14.00; 
Special Student Rate, $3.00 a year. 


Order from THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE 38, MASSACHUSETTS 


The Manchester School 


of Economic and Social Studies 


Vol. XXV, No. 1 January, 1957 


CONTENTS 


Expenditure, Capital Gains and the Basis of Progressive Taxation 


WILLIAM KREY 


The Northern Weavers, Independent Labour Representation and Clitheroe, 
1902 .. FRANK BEALEY 


Games, Capitalism and General Location Theory M. L. GREENHUT 
The Taxation of Overseas Profits PAUL STREETEN 

The annual subscription is twenty shillings (transatlantic subscriptions, 3 U.S. dollars), 
post free. Single copies seven shillings and sixpence (1 U.S. dollar) post free 


Subscriptions should be sent to the Secretary, “THE MANCHESTER §CHOOI 
Economics Department, The University, Manchester 13, England 
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BULLETIN OF THE OXFORD UNIVERSITY 
INSTITUTE OF STATISTICS 


The Butretin publishes articles by members of the research staff and other 
economists on problems of applied economics and statistics. 


Some recent articles include: 
Growth and the Balance of Payments: a Symposium 
Incomes, Savings and Net Worth: The Savings Surveys of 1952-1954 ..T. P. Hill 


Small as Businesses: A Preliminary Report on a Pilot Survey 
Bruce, F. A. Burchardt and E. B. Gibb 


Output, lolita and Productivity in British Manufacturing in the Last 
On the Difficulties of Measuring Wage Differentials . 
Major Consumer Expenditures and the Ownership of Durable Goods .L. R. Klein 
Has the Distribution of Income Become More Unequal? .......... Dudley Seers 


Published Quarterly Subscription Price $4.20 


Inquiries and subscriptions to: 
Basil Blackwell, 49 Broad Street, Oxford 


Charles Campet, Paris 


H 


Vol. 


PUBLIC FINANCE/FINANCES PUBLIQUES 


International quarterly journal devoted to the study of 
fiscal policy and related problems 


Publisher and Editor in Chief 
Dr. J. A. Monod de Froideville 


Emmalaan 2, Haarlem, Netherlands 


XI 1957 No. 1 


Lowell Harriss, Columbia University, New Government Spending: Issues of The 
York 


ry and 
of Practice 


Some Economic Aspects of the French Added 
Value Tax 


Franklyn D. Holzman, University of Wash The Budget Expenditures of Outer Mongolia 
ngton, Seattle, U.S 
hn S. Harris, University of Massachusetts, Central Supervision of Local Finance 
Amherst, U.S.A A Comparative Study 
Burton, University of Exeter, Exeter, Great Full Employment Inflation and Econom 


B 


Britain Policy 


ok Reviews 


Contributions in French or German are followed by an English summary 


Subscription Price $8.75 a year, postage free 


Please mention Tux American Economic Review When Writing to Advertisers 


3 
4 
2 
ae : 
A 
q 
2 


THE ECONOMIC RECORD 


The Journal of the Economic Society of Australia and New Zealand 
Published Half-yearly in May and November 


Vol. XXXII November, 1956 


The Australian Economy, September, 1956 

The New Zealand Economy, 1955-56 ........... 

Articles 

Making Economic Policy in New Zealand 

The Price Mechanism and the Australian Balance of Payments 
Ownership and Control of the Electric wad Supply Industry in reese 38 


olaen 
The ew Zealand m, 1955-56 .. . Hogan 


Social and Economic Revolution for the Development of Backward Countries 
J. P. Belshaw 


Economic Growth and Capital Ace emulation = T. W. Swan 
Notes 

The Economics of Beef Cattle 

The Infant-Industry Argument and the Cotton Industry in Australia .. 

Annual Report of the New Zealand Dept. of Statistics 


Single Copies 12/64. (Australian) Annual Subscription 25/- (Australian) 


Melbourne University Press, The University, 
Melbourne N.3, Victoria, Australia 


BULLETIN FOR INTERNATIONAL 
FISCAL DOCUMENTATION 


Bi-monthly periodical published by the International Bureau of Fiscal Documentation. 
HERENGRACHT 196—AMSTERDAM, Netherlands 


Vol. X 


CONTENTS 


Donneurs de licences étrangers et taxes sur le chiffre d'affaires . . Jean H. Rothstein 
Survey of British tax legislation .... y ...N. D. Ashley 
Die Steuersenkungen 1956 in West Deutschland 

Defence taxes in the Middle East. 

Information on statute and Case Law. 


Reviews on books and articles dealing with taxation matters. 


PRICE: $4.50 a year without supplements or equivalents in 


$6.25 a year with supplements other currencies 
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JOURNAL OF FARM ECONOMICS 
Published by THE AMERICAN FARM ECONOMIC ASSOCIATION 


Editor: Harnotn G. Hatcrow 


University of Connecticut, Storrs, Connecticut 


Volume XXXIX February 1957 Number 1 
Caricature and the Orientation of Agricultural Economica . .Royer W. Gray 
Specification Bias in Estimates of Production Functions -Zvi Griliches 


The Market As a Unit of Inquiry in Agricultural Economics Research ae eee 

Simplified Presentation of ‘Transportation Problem Procedure” in Linear Program 
ming .-Milton M. Snodgrass and Charles E. French 

Determining the Kelative Economy of Home-Produced and Purchased Milk ...... 
Lloise 8S. Cofer 


Use of Photographs in Consumer Preference Studies of Pork .... ee dec ate 
R. O. Gaarder and N. V. Strand 


Farmer's Choice of Hog Markets . ive reese R.L. Kohls and John Gifford 
Hiases in Certain Production Indexes ....... George W. Ladd 


This Journal contains additional articles, notes, book reviews, announcement of new 
bulletins in Agricultural Economics and is published in February, May, August, Novem 
ber and December. Yearly subscription $7.00. 


Secretary-Treasurer: LOWELL S. HARDIN 


Department of Agricultural Economics 
Purdue University, Lafayette, Indiana 


AGRICULTURAL HISTORY 


Designed as a medium for the publication of research and documents 
pertaining to the history of agriculture in all its phases and as a clearing 
house for information of interest and value to workers in the field. Materials 
on the history of agriculture in all countries are included and also materials 
on institutions, organizations, and sciences which have been factors in agri- 
cultural development. 


ISSUED QUARTERLY SINCE 1927 
BY 


THE AGRICULTURAL HISTORY SOCIETY 


Subscriptions, including membership: Annual, $5.00; student, $2.00; con- 
tributing, $10.00. 


Editor: D. A. Brown, Room 226, Mumford Hall, University of Illinois, 
Urbana, Illinois. 


Secretary-Treasurer: Wayne D. Rasmussen, Room 3905, South Agriculture 
Building, U. S. Agricultural Marketing Service, Washington, D.C. 
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THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 


Volume XII, No. 2 (May, 1957) includes: 


The National Burean’s Postwar Capital Markets Study ° “e 
R. W. Goldamith, R. I. Robinson, Eli Shapiro, S. B. Klaman, M. Mendelsohn 


The Financial Problems of Underdeveloped Countries ...........8. M. Bernatein, 
Patterson, A. 1. Bloomfield, R. L, Sammons, Keith, P. J. J. Pinto 


Some Recent Changes in ‘ ‘ 
Ira Scott, C. E, Walker, G ich, D. Easthurn, D. W. O'Connell 


Shortage or Surplus of Funds to Finance Business . 
-Norria Johnson, J. J. Scanlon, 1. Friend, Eli Shapiro’ 


Membership dues, including $3.00 allocated to subscription to The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $5.00 annually and 
single copies may be purchased for $1.25. Applications for membership in the Ameri 
ean Finance Association and subscriptions to The Journal of Finance should be ad 
dressed to the Secretary-Treasurer, George FE, Hassett, Graduate School of Business 
Administration, New York University, 90 Trinity Place, New York 6, New York 


Communications relating to the contents of The Journal of Finance should be addressed 
to the Editor, Harold G, Fraine, Commerce Bldg., University of Wisconsin, Madison 6 
Wisconsin, or to the Associate Editor, Carl A. Dauten, School of Business and Public 
Administration, Washington University, St. Louis 5, Missouri 


ECONOMICA 


Published Quarterly 


MAY 1957 No. 94 May 1957 


CONTENTS 
4 Theory of Second Hand Markets Arthur H. Fox 
The Relationship between the Size of Joint Stock Companies ‘and the Yield of their 
Shares . E. Vietor Morgan and Cynthia Taylor 
The Dispute in British ig ry 1897-98: An Evaluation kK. O. Clarke 
Changes in the Distribution of Higher Incomes . R. G. D. Allen 
Some Strange ‘Marriages’ Between the Income Eupenditare Lag and Variable Prices 
A Note on Mr. Spraos'’s Article A. Li, Wright 
A Rejoinder John Spraos 


Book Reviews 
Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may sub 
scribe at the specially reduced rate of 25s. ($3.71) per annum. Subscriptions 
should be sent to the Secretary and Treasurer, American Economic Association, 
Evanston, Illinois, accompanied by a cheque drawn in sterling in favour of 
ECONOMICA, London Schoo] of Economics and Political Science. 
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THE REVIEW OF ECONOMIC STUDIES 


Vol. XXIV (2) No. 64 February 1957 


CONTENTS 


A Dynamic Approach to the Theory of Consumer Demand .......... 

Speculation and the Rate of Interest , -++eeeeeed. Black and A, E, De Jasay 

Liquidity Preference and Loanable Funds ‘ ‘ -Hugh Rose 

The Falling Rate of Profits in Marxian Economics . ‘ Ht. D. Dickinson 

Constancy of the Proportionate Equilibrium Rate of Growth: Result or Assump- 


J. D, Pitchford 


Annual Subscription, 21s. per vol. (3 issues) post free. U.S.A. and Canada, $4.00 


per volume. Back number rates on application to Secretary 


With Vol. XVI(1), the Review reverted to three issues per volume. The new sub 
scription rates appear above. Editorial communications should be sent to the Editor, Re 
view of Economic Studies, Nuffield College, Oxford. Articles from the U.S.A. and Canada 
should be sent to P. A. Samuelson, Massachusetts Institute of Technology, Cambridge, 
Mass. All other communications to the Secretary, Review of Economic Studies, 4 Trump- 
ington Street, Cambridge, England 


Cheques should be made payable to the Review of Economic Studies 


ECONOMIE APPLIQUEE 
Archives de UInstitut de Science Economique Appliquée 


(The French Journal of Economic Science ) 


Directeur: Frangois Perroux 
1.S.E.A., 35 Boulevard des Capucines, Paris 2e. 


Vol. X n° J Janvier-Mars 1957 


SOMMAIRE 


M. Faecuet—Vues générales sur l'application du ecaleul des probabilités en Economie Politique. 

W. Banancine—Quelques remarques sur une théorie du comportement. 

G. Tintnan-—La théorie probabiliste de Carnap et son application aux problémes de l'économétrie. 

G, Demania~ La probabilité comme guide dans la recherche et la confirmation des lois universelles. 

bk. Fossari -Note sur une approche probabiliste @ la théorie economique 

G, Ginr Au sujet de lutilité et de la limitation de l'emploi du caleul des probabilités en Economie 
Poitique 

M. Bré—latroduction 4 l'article de Mra. M. J. Bowman 

M. J. Bowman--La théorie de I'horizon économique et des longueurs d'anticipation dans la 
formation dynamique du plan de la firme. 

M. J. Bowman—-Quelques résultats marquants des enquétes américaines sur les anticipations des 
entre, feneure 

W. van oma Srae—Conflit et correspection en tant que facteurs décisifs dans le monopole bilatéra! 

F. P, Canreise—Saur les difficultés qui se présentent quand on se fonde sur des considérations de 
probabilités pour en déduire des lois de fréquence 

M. Faicner-—-Commentaires sur la note de M. Cantelli 

G. Martcor— Sur les oscillations aléatoires des systemes économiques, 

M. Tatoner—Note eur l'emploi du calcul des probabilités en Economie Politique. 

M. Fascuar—Les vrais et les faux dangers de la méthode mathématique en Economie Politique et 

les insuffisances de la méthode mathématique. 
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SOCIAL AND ECONOMIC STUDIES 


A Journal devoted to resea) -h, especially in the problems of economic 
growth, social change and political action in underdeveloped territories 


Among papers published are the following: 
Income and Consumption Patterns in Barbados 
*Economy of Jamaica: A Nationa] Accounts Study ........ Alfred P, Thorne 
A System of Labour Force Statistics baxeawe ...-3, Harewood 


Symposium on the Hicks Report on Finance and Taxation in Jamaica , . 
, .R. Goode, A. Hazelwood, A. D. Knox, A. P. Thorne, G. D. N, Worswick 


Depreciation ‘Policy and Investment ....H. D. Huggins and E. R. Chang 
Savings in an African Economy Okwaru O. Amogu 
The National Income of Barbados .... L, Bennett 
Population Movements in Jamaica 1830-1950 ......... ‘ ....G. E, Cumper 
Development and Stability in Central and West Africa seas ... Samuel I. Katz 


Subscription per volume (4 numbers) £1.10.0; U.S. $4.25; B.W.I. $7.20 
* Copies of this Special Supplement, with board covers, may be had at the Institute of 
Social and Economic Research, University College of the West Indies, price 6/-— ($0.85) 
Institute of Social and Economic Research 
University College of the West Indies 
Mona, Jamaica, B.W.1. 


EL TRIMESTRE ECONOMICO 


Directores: Victor L. Urquidi y Javier Marquez 
Comité editorial: Jorge Ahumada, Emilio Alanis Patifio, Edmundo Flores, 
Rail Ortiz Mena, Felipe Pazos, Rail Prebisch, Rati] Salinas Lozano 
Secretario: Enrique Gonzdélez Pedrero 


ARTICULOS—-DOCUMENTOS—NOTAS BIBL:OGRAFICAS 
REVISTA DE REVISTAS—PUBLICACIONES RECIBIDAS 


El Trimestre Econémico aparece en los meses de enero, abril, julio y octubre de 
cada afio. El niimero suelto vale 6 pesos; la suscripcién anual, 20 pesos en el 
pais y 2.50 délares en el extranjero. Publicacién editada por: 


FONDO DE CULTURA ECONOMICA 


Av. de la Universidad 975 Independencia 802 
México 12, D.F. Buenos Aires, B.A. 
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BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following issues 
(sent prepaid and in good condition) of the American Economic 
Review: December, 1915; March, June, 1916; December, 1918; 
March, September, 1920; June, 1923; June, 1924; March Sup., 1927; 
March, 1945; December, 1951; March, May, June, 1956. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Review 
Northwestern University, Evanston, Illinois 


INTERNATIONAL LABOUR REVIEW 


Monthly. Articles on economic and social topics. A statistical supple- 
ment gives information on employment, unemployment, wages, con- 
sumer prices, etc. Among recent articles have been the following: 


The Influence of International Labour Conventions on Indian Labour 
Legislation. 

Employment and Unemployment: Government Policies since 1950. 

Social Aspects of European Economic Co-operation. 

International Movements of Capital and Labour since 1945. 

Women in the Factory: A Record of Personal Experience. 

Welfare of Seamen on Board Ship. 


A specimen copy of the Review and a catalogue of International Labour Office 
publications will be forwarded on application to the International Labour Office, 


Geneva, or to the Washington Branch Office of the 1.L.0., 917 15th Street, N.W., 
Washington 5, D.C. 


Annual subscription: $6.00 Single copies: 60 cents 


(Published in English, French and Spanish editions) 
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International Review for Social Sciences 


Vol. X—1957—Fasc. 2 


Joseph A. Schumpeter and Scholastic Economics Raymond de Roover 
A Note on Public Opinion Research in Social Studies ...............F. Zweig 
Die Genossenschaft im Wandel: Versuch einer Typologie ...Reinhold Henzler 
The Role of Empathy in Science: Measurement and Control ....Carter Zeleznik 


Military Entrepreneurship and the Credit System in the 16th and 17th 
Centuries .. ...Fritz Redlich 


Ideologische Elemente im é6konomischen Denken: Logische und soziologische 
Aspekte der Ideologiekritik . Hans Albert 


Book Reviews—Titles of New Books 


All articles are followed by a summary in English, French and German. Published 
arterly. Annual subscription Sw. Fr. 26.—(§$ 00), included. 

nod —_ your bookstere or the publisher: Kykios-Verlag, Postfach 610, Basel 2, 
Switzerlan 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors: 
C. S. Ricwarps 


(Managing Editor) 
W. J. Busscuau H. M. Ropexrtson 


Contents of Volume 25, No. 1 
March 1957 


Some Current International Economic Problems 
I, Problems of ‘'Underdeveloped"’ Countries 
II. Economie Implications of Full Employment -+eee++Professor D. T. Jack 
Die Plek van Plaaslike Bestuursliggame in die Ekonomiese Lewe van die Unie 
Professor D, G. Franzsen 
A Re view of the Board of Trade and Industries Re} ‘port on the Printing Industry 
- Ralph Horwitz 


The Co-operative Movement in the Federation aa Rhodesia and Seentiend ‘ 


Reviews——-Notes—Official Publications—-Recent Books 


Orders for single copies (9s.6d.) each and subscriptions (£1158. per yearly period) 
may be placed through all leading booksellers and the Journal Office, P.O, Box 5316, 
Johannesburg 


Overseas Agents: Staples Press Ltd, Mandeville Place, London, W1. 
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3 Popular Texts from Prentice-Hall 


Labor Economics and Labor 
Relations, 2nd Ed. 


by LLOYD G. REYNOLDS, Yale University 


Basic Economics: A Book of 
Readings 
by ARTHUR D. GAYER; C. LOWELL HAR- 


RISS, Columbia University and MILTON H. 
SPENCER, DePaul University 


Managerial Economics 
by JOEL DEAN, Columbia University 


+ 
F nts WITH IMPORTANT NEW INFORMATION, THIS 
Second Edition is a concise, well integrated, and 
thorough study of both labor economics and trade 


Part I of the text concentrates on historical, political, 
and Jega! material. The author begins with an examina- 
tion of the trade union as an institution and continues 
with a discussion of management objectives, the collec- 
tive bargaining process, and major collective bargaining 
issues other than wages. 


Part II is devoted to economics. After a study of the 
determinants of total labor supply, the processes of 
employment and unemployment, the movement of labor 
among employers and occupations, and the structural 
features of labor markets are determined. 


722 pages © 5%” x 8%” © Published 1954 
Text Price $7.00 


A COMPOSITE COLLECTION OF READINGS IN INTRO- 
ductory economics, this book effectively supplements 
the first year economics textbook and course, It intro- 
duces the student to leading economists and to the 
principal source of economic data, and at the same 
time broadens his knowledge of economics and business. 


Many of the readings give contrasting viewpoints on un- 
portant economic problems which sharpen the interest, 
highlight differences in thinking, and show areas of 
agreement. Each selection has a brief introduction giv- 
ing the source and date of publication, and explaining 
the significance of the piece. 


624 pages © 5%" x 8%" © Published 1951 
Text Price $3.75 


Prac TICAL BUSINESS PROBLEMS AND POLICIES ARB 
vividly and realistically analyzed in this thorough text, 
which effectively integrates economic analysis and the 
janagerial viewpoint. 

Of special importance is the book's central emphasis on 
marketing policies i.¢., products, pricing and promo- 
tion policies, and the necessary cost and demand study 
behind them. In addition, the text presents a perceptive 
and practical analysis of planning and controlling a 
firm's capital expenditures 


Throughout the text, the author clearly analyzes the 

concrete and actual problems which business manage 

ment faces every day. 

621 pages © 6” x 9” © Published 1951 
Text Price $6.75 


approval copies available from— 


PRENTICE-HALL, INC. 


Englewood Cliffs, New Jersey 
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Just. Published. 
ECONOMICS 


By Joun A. State College of Washington 
Designed for cither or two-semester courses in inteuductory economics, this new 
test is appropriately brief without sacrificing clarity. The essential core of economic : 
theory is explained im clear, concise, and understandable languaye. Practical applications’. ~ 


Principles and Cases Revised Edition 

By MarsHacy R, Florida State University, Wu.Liam C, BRADFORD, 
Northwestern University, and M. Att, New England Life 

Insurance Company 

The new Revised Edition of this popular and widely adopted text has beea so com- 
pletely rewritten that it is virtually a wew book. New subjecis have been added and other 

subjects are taken up im greater detail than before. Statistical information has been 

brought up to date aad mew cases have been added. An effort has Lcen made to eliminate 

“social econoniics” and to concentrate on economies of the firm. 


; LABOR ECONOMICS AND 
INDUSTRIAL RELATIONS 


By Apranam Leo Grrtow, New York University 
2 field is provided in this mew basic text for courses in labor economics, The text material 
is up to date, readable, and has been written to arvuse atd maintain student interest. The 
latest pertinent research materials are included as well as the most recent. developments 
in legislation and the trade union movement. 
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